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A Message from the Chairman




Jean-Louis Dumas

2005, our “Year of the River”, was a year of great change for Hermes. We stood firm
and held our course.

The determination for perfection that gives rise to outstanding objects, and the desire
to surprise our clients, drove us more than ever to create new value.

L ]
The Americas and Europe carried us forward, with handsome growth in sales,
while we patiently consolidated our presence in China.

Growth was driven by leather bags and luggage, perfumes and jewellery,
along with the ready-to-wear collections designed by Jean Paul Gaultier for women
and Véronique Nichanian for men.

In the second half of the year, Pierre-Alexis Dumas and Pascale Mussard took over
the creative directorship, supported by the designers already working for the House.
In order to remain true to itself, Hermés must be constantly evolving.

And so, with the inspiration of “Paris in the air”, we move ahead into 2006,
more determined than ever to enchant our clients and sharcholders.

Jean-Louis Dumas
Patrick Thomas
CEO







Introduction to the Group




Group Management
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Executive Management

Jean-Louis Dumas

Executive Chairman'

Patrick Thomas
Executive Chairman

Emile Hermeés Sarl
Executive Chairman?
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Executive Committee

Jean-Louis Dumas
Executive Chairman'

Patrick Thomas
Execunve Chairman

Christian Blanckaert
Managing Director,
International Affairs

Mireille Maury
Managing Direcror,
Finance - Administration

Guillaume de Seynes
Managing Director,
Hermés Sellier Méaers

Pierre-Alexis Dumas
Artistic Director?




I, Unt! 31 March 2006
2. Since 1 April 2006
3. Since 14 September 2005
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Artistic Department

Pierre-Alexis Dumas
Artistic Director?®

Pascale Mussard
Co-Artistic Director?




Supervisory Board
and Active Partners
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Supervisory Board

jérome Guerrand
Chairman

Maurice de Kervénoaél
Vice-Chairman

Ernest-Antoine Seilli¢re
Vice-Chairman

Frédéric Dumas'

Julie Guerrand'

Agnés Harth!

Renaud Momméja*
Jean-Claude Rouzaud’
Eric de Seynes'
Thierry Dumas?
André Lacour?

Isaline Momméja?
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Active Partners

| Jean-Louis Dumas?

| Acuve Parmer

Emile Hermés Sarl, represented by its Management Board:

Active Partner Jean-Louis Dumas
Executive Chairman and Chairman
of the Management Board

‘ Aline Hermés
Vice-Chairman

Bertrand Puech
Vice-Chairman

Marie-France Bauer
Olivier Dumas
Thierry Dumas
Hubert Guerrand
Patrick Guerrand
Agnés Harth

1. Since 2 June 2005 . Y.
Isaline Momméja

2. Unril 2 June 2005

3. Uniil 31 March 2006 Pierre de Seynes



A Tribute to Jean-Louis Dumas
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Early in the 201h century, as the age of the automobile
dawned, Hermes turned its expertise in saddlery

10 leather goods and luggage. In the 1920s, the House
brought out the oot o1 i i Codns 15,

a hard-sided leather suitcase with reinforced corners
that was perfect for the graowing number of

customers traveling by car, train, ship, and eventually
airplanes. Today, the suitcase comes in eight sizes.
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Thierry Hermés, a harness-maker, set up business in
Paris in 1837, Five generations of his descendants
have worked to build up the Hermes Group. In 1880,
the son of Thierry Hermés wansferred the family
concern to a now-famous address, 24, Faubourg Saint-
Honoré, where he branched out into saddlery. Soon,
he was supplying saddles and harnesses to aristocratic
stables all over the world.

In 1918, with the advent of the automobile,
the founder’s grandson Emile Hermés foresaw the
changes to come in transportation and envisioned a
new kind of lifestyle. He launched a line of fine lcather
goods and lupgage with “saddle stitching”. The
Hermés style was born and soon extended to cloth-
ing, jewellery, silver, diaries, silk scarves, etc. Emile
Hermés also began a private collecrion, which was
to become a source of inspiration for his designers.

During the 1950s, Emile Hermés' sons-in-law
Robert Dumas and Jean-René Guerrand took charge
of the Company and further diversified its operations,
while taking care to uphold the brand’s integrity.

Six Generations of Craftsmen

Beginming in 1978, and aided by other fifth- and
sixth-gencration members of the family, Jean-Louis
Dumas brought a renewed freshness to Hermés by
expanding into new crafts and establishing a global
network of Hermeés stores.

Twenty eight years later, he handed the reins
to Patrick Thomas, Co-Executive Chairman of
Hermes since September 2004 (and Managing
Director of the Group from 1989 to 1997). The
artistic directorship was passed to Pierre-Alexis
Dumas and Pascale Mussard.

Today, Hermes is active in 14 different areas: Leather
Goods, Scarves, Ties, Men'’s and Women’s ready-to-
wear, Perfume, Watches, Diaries, Hats, Footwear,
Gloves, Enamel, Art of Living, Tableware, and Jew-
ellery. International in scope, Hermes has continued
to grow while remaining a family firm with a
uniquely creative spirit that blends precision manu-

facturing and traditional craftsmanship.
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When Hermés™ first sik scart, © 1 or Ui Sar ¢ ey
loeckos, made its debut in 1936, it weighed 83 grams

and each side measured 30 cenlimetres, mingling luxuriance,
luminescence and feather-lightness. The design was

inspired by a parlour game similar 10 the *Game of Goose”
dating from the 19th century, with the Dames blanches
signifying the first horse-drawn buses.




Below
Hermeés has offered its customers perfurmed water

since the late 1940s. and brought out its firsl tragrance

for men, Eau d'Hermeés, in 1951, In 1961, at the initiative

of Jean-René Guerrand, the House released Catische,

its first perfurmne just for women. With its slender bottle
shaped like the lantern of a horse-grawn carriage

and its floral-woody-chypre scent laced with hinis of rose
and jasmine, “"the most Faubourg Saint-Honoré

of Parisian perfumes” quickly became a favourite worldwide.
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1837 1928 861
Harnesses Ermeto watch Caléche perfume
1867 1929 LuGY
Saddles Development of women's Twillaine kninwear and silk scarf
" 1 rarment
Circa 1900 and men’s fashions Fes
Haut a courrcies bag 1930 1560
1902 Diaries Constance handbag
Rocabar blanket Sac 4 dépéches briefcase Je70
va22 1936 E'qm’page fragrance for men
Belts Silk scarves
1923 1938
Dual-handled handbag Chaine d’ancre bracelet
First garment
1924 with “silk scarf” pattern
Fabric gloves with zipper
1949
1825 Printed silk ties
First men’s garment
Mallette d coins rapportés 1951
Eau d’Hermés
1927
Wristwatches 1954 ,
Collier de chien belt Ashtrays .

Filet de selle bracelet Bath matcs
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After selling riding gloves for many years, Hermes
launched its first city and sport moedels in the 1920s.
The growing number of people driving cars,

playing goll and yachting helped to fuel business.
tHornds low s are produced in Saint-Junien

and Mifau - the birthplace of the French glove
industry — and two collections are introduced

each year, in colours that match the ready-to-wear,

leather goods and tootwear lines.

1372
Hermeés shoes
for women

1574

Amazone perfume

1575

First complete
men'’s ready-to-wear
collection

Enamel bracelews

1980
Pleated scarves

1432
John Laobb,

ready-to-wear shoes

1963
Clipper watch

16l
Pivoines porcelain
Parfum d’Hermés perfume

AR X TR R -
CEATIE .

1985
Silk gavroche scarf

1986

Bel Ami fragrance for men
Toucans porcelain

Pippa furniture

1893

Oxer saddle

Cristal Saint-Louis,
Bubbles crystal tbleware

1264
The soft bag range
Touareg jewellery

1905

24, Fauboury perfume
Fourre-tout bag
Sadhou diamond ring

1956

Fanfare crystal glasses
Charniére steel flarware
Harnais watch

Puiforcat, Nantes flatware

1997

Christening

of L'Eau d’Orange Verte
Hermés shoes

for men



Below
By 1978, Hermés had been sclling watches

far more than five decades, in association with the world's
great watchmakers. That year, Ihe Group created

its own walch company in Biel, Switzerland, and brought

out its first model. With its sober lines, jaunty tilt of

the numbers and unusual asymmetrc clasp, ihi Arceas watcn
has since become a classic. It is available in several

sizes for both men and women, and an automatic model

was released in 2005.
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Below

A maker of harnesses and later saddles, Hermés has been
outlitting the most prestigious stables since the middle ol

the 19th century. With the advent of the automobile, Hermés
extended its talents 1o the production of leather goods.

But equestdan sports still have thetr place in the modern world.

Hors

w3 racue embody the experience of six generations

of masler saddle makers, and are fashioned with the same care
and technical perfectionism as ever. They are beloved
by both amateur horsemen who value superior quality and

the wortd's top professional equestrians.

1996
Herbag bag

Creation of new matertals:

Amazonia and Crinolin

Twice-round watch straps

Rocabar eau de toiletie
for men
Quick trainers

Putforcat, Wave flatware

153402

Creation

of a new material: Vibrato
Belt, Espace, Sésame and

Kepler watches
Hiris eau de oilette
for women

2008

Rouge Hermés perfume
Corlandus dressage saddle
Comete flavware

Nil and Les matins de I'étang
porcelain

Tandem warch

2001

Creation of Détail silk scarves
Onde flatware

Nomade, Nemade boussole

and Cape Cod

dewx zones watches

Rytlune porcelain

and crystat collection
Essentielle jumping saddle

2002

Egyptc sandals in lacquer
and leather

Picotin handbag

Plein Cuir desk linc

2002

Un _Jardin en Méditerranée
cau de toilette

Tivilly 1n silk vwall
Dressage men'’s automatic
watch in gold

Etriviére briefcase

2304

Eau des Merveilles eau

de toilewe

Barénia watch

Brasilia jumping saddle
Chewval surprise silk twill scarf
Skipper bracelet in silver

with silk cord

Hermessence eau de toilette
collection

2005

Herlight suitcase
Heeboo bag

Kelly2 watch

Un Jardin sur le Nil ¢au
de toilette

Balcons du Guadalquivir

porcelain



Qpposite Below

-oaiee . o bracelet: A mooring chain spied fror v Although designed by Robert Dumas
along the pier of a Nermandy por inspired Robert Dumas, in the 1930s. Hermeés' emblematic bag, now regarded
son-in-law of Emile Hermeés, ta design this bracelet as the quntessenlial handbag, did not receive
~ the embodiment ol perfect simplicity — in 1938, Long its name unit 1956, when it was photographed an the arm
a symbol of Hermes, the famous %ink molif has since of Grace Kelly. It takes some 18 hours of precision work
been echoed in many types ol jewellery {chains, of course, by a highly-skilled craftsman 1o produce each classic model.
but also brooches and rings), buckies and clasps, Available in exght sizes, some thirty materials and
and has adorned shoes and even porcelain pieces. more than ane hundred and fity colours, the Kelly bag today

comes in hard, solt and supple versions, in sporty or
back-pack models and even in a plush version in shearfing.
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Stock Market Data

Key Stock Market Data

4005 2004' 2003
Nurrber of shaves as at 31 December 36.5373,834 36.977.172 36,935.004
Average numier of shares (excluding treasury stock)  36.322.483  36,664.009 36,632,998
ly‘larkel cépitaliéal-ion as at 31 December €7 81hn €5.43bn €5.67bn
Markot vauo acded MR T gassn | esasn | easim
Earnings per share (exdt;ciing treasury stock) . 45,50 - €5.é.’3 ‘ €592
Divicend per share CEOk €200 1.7
Moninly average daily voume Coassss 292an T apas8
12-month high share price AR €174.90 €159 50
Zmonnlowsaopice. | ewian 0 emo | ez
12-month averége sharé price - - ' 6'169.2‘,0- o €15710 S 6133..11
Share price as at 31 December 211,30 €146.80 €153.40

The Hermés International share was first kisted on the Second Marché of the Paris Bourse on 3 June 1993, at the price

ot 45.73 eurcs, equivalent 1o a price of 15.24 euros after the 3-for-1 stock split carried out on 6 June 1997. It has been part

of the Eurofist Next 100, Compartment A of the Euronext-Paris Bourse since 21 February 2005,

' 2004 figures are restated under IFRS.

? Markel value added {MVA) is the average market value of the Company during the year {market capitalisation less available cash)
less capital employed.

Average Daily Volume

coopl®® 19 1995 1996 1997 1958 1999 2000 201 2002 200 2004 2005
70,0003 . !
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Hermés International Share Price/CAC 40 Index

- Hermés intermatong’ share pice
— CAC 40 Incex
Base: 100 on 3 June 1983
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The monthly share price trend for Hermés International
over the past five years is shown in Volume 2, on page 221.
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Review of Operations




General Trend
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Growth on all continents

Sales rose appreciably in all regions in 2005. Hermeés
continued to expand its distribution network, open-
ing or renovating eight branches.

In Europe, sales grew by 7%. A store was opened
in Athens, Greece, and a website was inaugurated in
France to sell Hermés products online.

In the Americas, the Group’s efforts of the past
few years once again produced robust growth (10%),
especially in New York.

In Asia, sales increased by 7.5%, including a rise
of 6% in Japan driven by momentum gains in the
second half of the year. Elsewhere in the Asia-Pacific

region, sales were up 11%, with business levels prov-
ing to be especially good in China, where the Group
further expanded its footprint. A second store was
opened in Betjing 1n the fourth quarter, bringing the

number of Hermeés branches in China to thirteen.

Sales advanced in all activities

Sales of silk products rose by 9%, as customers
responded enthusiastically to the new scarf and tic
collections. Bags and luggape sales climbed by 8%,
buoyed by expanded production capacity, which
nonetheless fell short of demand. The success of the
women'’s ready-to-wear collecion by Jean Paul
Gaultier and the men's ready-to-wear collection by
Véronique Nichanian fuelled an 8% increase in cloth-

ing and accessory sales.




The excellent performance of the new fragrance
Un Jardin sur le Nil helped drive a sales advance of
12% in perfumes. Watches, Tableware and “Other
Hermés Sectors™ all put in a fine showing in 2005,
with sales up by 4%, 6% and 6% respectively.

Net in.cmm: rose sharply

All the financial data are presented under the new
International Financial Reporting Standards (IFRS).
Except for 1AS 32 and 39, the standards had licle
impact on 2004 net income and sharcholders’ equity.

Operating income increased by 7.4% to 383.5 mil-
lion euros, giving an operating margin of 26.9%,
compared with 26.8% in 2004,

Fuelled by improved results at the afhliated com-
panies, the Group’s consolidated net income grew by
15.4% to 247 million curos, lifung the net margin
to 17.3%, from 16.1% n 2004,

High investmants in 2005
The Group invested 119 million curos in 2005, the
bulk of which was dedicated to increasing produc-

Mireille Maury
Managing Director, Finance - Administralion

tion capacity for leather goods and extending and
renovating the distribution network. Investments
were financed entirely from cash flow, which

increased by 7% over the year to 310.8 million euros.

An expapded workiorce

A total of 279 jobs were created in 2005, bringing
the number of employees to 6,150, compared with
5,871 in 2004. Over the past five years, more than
1,200 new staff members have joined the Hermés

Group. a



Key Consolidated Data

Consolidated Sales {in millions of euros)
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Main Consolidated Figures (in milions of euros)

Fie e Laras gt 2004 2003 2002 2001
Sales 1,427.4 1,331.4 1.230.0 1,2423 1,226.9
Operating income 383.5 357.1 3328 320.2 3071
Net income - Group's share 247.0 213.9 216.8 215.5 201.7
Cash fiow from operations 310.8 201.7 258.7 .273.2 2418
Investments 1185 118.8 94.2 101.6 1423
Shareholders’ equity after appropriation 1.318.2 1.216.5 1.005.1 979.5 854.7
Net cash pasition 5433 517.5 " 4542 ‘3748 284.8
Adiusied net cash posiion? 5845 5346 T as42 3748 2848
Economic value added? 188.0 146.6 140.7 154.2 141.5
Return on capital employed (ROCE* 2% 25% 23%  25% 28%
Number of employees 6,150 5871 5.594 5,361 4,943

' 2004 dala are restated under IFRS.

? Adjusted net cash includes non-liquid financial investments,
* Economic value added is the difference belween adjusted operating income atter tax on operating income

and the weighted average cost of capital employed {net value of long-term capital and working capilal requirements).
4 Return on capital emplayed {ROCE) is the ratio of adjusted operating income after 1ax on operating
income 1o the average amount of capital employed (net value of long-term capital and working capital requirements).

Investments and Cash Flow {in millions of euros)
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Activity by Sector
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Bags and Luggage
w3 up s largest saciurn neoaeet
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Bags and luggage are the flagship products of Her-
mes and 2 domain in which the Group boasts almost
170 years of history. The product range includes
more than 50,000 items, taking into account all the
combinations of sizes, materials and colours, and the
success of our collections grows steadily each year,
Demand continues to outstrip supply by far ~ cus-
tomers must wat several months for some items —
and this is why expanding production capacity is one
of our chief priorities.

More than a thousand saddlery and leather goods
craftsmen fashion Hermés bags and luggage in some
ten production facilities located near our training
centres n France. The greatest obstacle to increas-
ing output 1s the sophistication of our production
processes. Some of our models demand up to
20 hours of precision hand-finishing by an experi-
cnced artisan. After opening two new facilities in
2004 (in Sayat, near Clermont-Ferrand, and in

Guillaume de Seynes
Managing Director, Hermés Sellier Métiers

fer W - g toial sajes.

aces nainlbags, ravet bags, Clutnhoes, boclcaseos ang luguaye.
les rose by 8% at constant e<cnange rafes 1o 568 mullion curas.

Bogny-sur-Meuse), the Group completed renova-
tions at the Pierre-Bénite site in 2005. We also
recruited 125 staff members and continued to offer
training programmes for both new arrivals and
employees wishing to upgrade their skills, in keep-
ing with our development strategy in this sector,

Leathar bags. A wealth of creations was introduced

1n 2005, the “Year of the River”, with thirteen new
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Previous page

Heeboo handbag.

Opposite

Polamos shopping bags (left).
Farming bag (right).

Below

Buenaventura carry-all,

additions in the spring-summer collection and seven
in the autuma-winter collection. Four new mate-
rials were introduced, including the precious matte
lizard skin and matte black ostrich. A first.

Emblems of Hermés, timeless models like the
Faut 3 courroies bag, created around 1900 by Emile
Hermés, the Kelly, which made its appearance in the
1930s, and the Birkin, designed by Jean-Louis Dumas
in 1984, are periodically refashioned and produced
in a variety of materials, sizes and colours. The Kelly
bag, for example, cames in soft leather, back-pack,
sporty, clutch and other versions. 2005 saw the
creauion of the Kellypluch, a limited edition in shear-
ling — 2 nod to the Teddy Bear theme of the autumn-
winter collecuon. Another additdon was the Bohde
1923, a light version in Swift calSkin of the classic
Bolide.

Each collection also presents an opportunity to
revisit our historical models. In 2005, for example,
we brought back the 365, a flat bag with an expand-
able section that allows it to double in size. Repro-

duced as originally issued in the 1930s, it was also

reinterpreted in a briefcase version. The Mangeoire
corde, or the Farming bag, a model from 1954, were
also reissued.

The year's new creations included the Atcelage
model, and the Herlight luggage line offering an
inventive combination of leather with an ultralight
thermoformed foam frame, These highly innovative

bags were an immediate success with customers.

Canvas and leather bags. Available since 1994, can-
vas and leather bags quickly became popular with cus-
tomers. The product range, which encompasses some
60 models. each available in a wide variery of colours,
is divided into six major families, and new additions
are made regularly. In 2005, the Garden was intro-
duced in rwo-toned Officier canvas and in a dressier
Twilly version, lined with the Leuares d'Hermés” scarf
pattern. The Ahmedabad came out in two new ver-
sions, in woven herringbone and in Nervure felt, a
finely worked material with topstitching throughout.

Hermés also brought out new fabric and leather
lines in 2005, such as the Récif sailor bag, the Bue-
naventura carry-all and the Potamos shopping bag
made of leather and woven wool. Two lines, the Hee-
boo zippered bag, available in three sizes and two
colours, and Mrs Hippy, added a casual, impertinent

note to the product range.
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Opposite page
Women's ready-to-wear
fashion show, autumn-winter 2003,

Hemés “ghilies”.

These glazed taroloskin £ ne 0855°




Clothing and Accessories
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Thiz s tha Growp's second-largest saclor, accounting
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for U o connchidatad sales. U geaerated 254 milifon sures of sales in 2005,

woice o By ot eonstant exchanes rales.
Women's ready-to-wear. Designed by Jean Paul
Gaulter since the 2004 autumn-winter collection,
women's ready-to-wear confirmed its tremendous
growth potential. Each new collection has received
enthusiastic reviews from the mternational press and
the success has carried over into the stores, as cus-
tomers are won over by the vivacious, elegant
creations.

The hallmarks of Gaultier’s designs are their
fluid lines and the search for the exceptional, espe-

cially in the choice of matenals. Leather clothing,

a strong element in the collections, has been key
in driving the segment’s robust growth. Besides the
now-classic deerskin *'cavaliére™ jacket, new addi-
tions in 2005 included jackets in calfskin with a
patina finish, deerskin blousons, a mink collar, and
short jackets in astrakhan and mink.

In the spring-surmmer collection, an elegant linen
drill blouson lined with printed silk proved
extremely popular in the stores. One of our excep-
tional items, a soft crocodile reversible jacket with
a hood - a technical feat —, that can be worn inside-
out, with the flesh side on the outside, received
remarkable media coverage.

Exclusive tweeds and “Cavaliers et Caléches™
horse-and-buggy printed fabrics were also featured
in magazines worldwide, helping to boost our in-

store sales.

Men's ready-to-wear. Designed by Véronique
Nichanian for more than 15 years, our men's ready-
to-wear lines embody timeless masculine elegance
with a contemporary twist. This segment was
ouce again highly successful in 2005. The theme
of our spring-summer collection was travel, most
notably with the Escale jackets worked in new

materials. The 2005 autumn-winter collection

Ny Sesin:
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revisited men’s classics while adding a touch of
*urban chic”.

Our selection of exceptional, often exclusive,
materials, is part of the very identity of Hermés.
2005 saw the creation of a “travel-safe” linen and
cotton blend, a technical tennis cotton, a highly
original bamboo pabardine and Prince-of-Wales
check-printed calfskin, used mainly for our aviator
Jjackets. Reversible garments, a central component
of the 2005 collections, were popular in the stores:
blousons in wool and Toilovent, in lambskin and

Toilovent, and even a cashmere/Toilovent parka.
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Fashion accessories. Created in 2003, this depart-
ment encompasses five métiers: enamel and leather
jewellery, shoes, belts, ploves and hats. Alongside our
classic offerings, new designs and seasonai collections
kept business levels strong in 2005, as accessories were
increasingly cogrdinated with the ready-to-wear

collections.

Hemnés shoes: The ready-to-wear fashion shows over
the year spurred growth in the women’s line. The
accent was on wedges and platform shoes, many of
which, including boots and espadrilles, came in dizzy-
ing heel heights. The Karmen model, a nappa silk
espadrille with a high wedge heel and ues that lace
up the leg, was a big hit over the summer.

The men’s collections included our classic mod-
els together with a number of offerings in pure
colours, such as white or orange — a bold choice
that our customers loved. A new sporty model for
both men and women, Karaté, was also extremely

popular,

Jewellery accessores: The 2005 collections were
enlivened by many original and contemporary
designs, which transiated into robust sales growth.
Rings, necklaces, bracelets, hair ornaments... all made
generous use of leather, enamel and lacquer, More
recently, customers enthusiastically embraced jew-
ellery sporting a new alliance between horn and lac-
quer. A new Cristal line was launched in 2005,
produced by the Cristalleries de Saint-Louis, which
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Oppasite page, top

Men’s 2005 spring-summer ready-to-wear collection fleft).
Men's 2005 autumn-winter ready-1o-wear coltection (right}.
Opposine page, bottom

Women's 2005 autumn-winter ready-to-wear collection.
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refined colours, meticulous attention to detail and finishing. ..
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had never before made jewellery. The year’s best seller
was the Looping bracelet, 2 model inspired by the
“saddle tack” mouf available with interchangeable

bracelets. Customers could not get enough of them.

Belts: A “‘staple” among Hermeés products, belt sales
were invigorated by the introduction of our biannual
collections. The Lucky and 5382 belts, whose buck-
les and leather straps can be interchanged, were highly
successful, as were the Kiss model, composed of a
buckle and three interchangeable ewist-cord ties, and
the Kimono, made of leather and silk. For men, an

audacious model in brightly-coloured crocodile

(*acqua”, violet, lemon, fuchsia) cut quite a dash on

the runways.

Giloves: Supplementing our traditional models, a new
concept — silk-lined gloves for spring — bolstered sales.
Customers were also drawn to many of our new
models, which further boosted business. The Lea, for
instance, a cashmere knit matching a dress from the

ready-to-wear collection, was well-received.

Hats: Every year, Hermés enriches its collections of
timeless classics with new creations, many of which
have been designed to accent the ready-ro-wear
lines. The tremendous press coverage of Jean Paul
Gaultiers fashion shows, in which hats always play
a central role, provided a strong lift to sales. The
chapka in badger fur, for example, a new 2005 design
that was prominently featured an the runways, proved

a real favourite in the stores.
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Astrologie bracelets in enamet.
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Kiss belts {H and Lift motifs),




Sitk Products

Silk products e Haveoes” thart lorgest seciorn anrd account

far 11% of canecle tutedd sales In 2005, sitk scarves and tes asnerated sales

af 183 mithee « or - nse of 8% at constant exchange rales.

Scarves. The silk twill scarf (90 x 90 cm) is a main-
stay of the Hermés product line. Every year, approx-
imately twenty new designs are added to the
collectian, and earlier models are frequently rein-
terpreted in fresh sryles and colours. Our scarves are
traditionally crafied in a process that requires many

steps and is entirely controlled by Hermés. Intricate

designs can demand up 1o 1,500 hours of engrav-
ing, and as many as 42 colours may be used for a
single scarf.

2005 was an excellent year for this flagship prod-
uct, which was disunguished by the “aqua” theme
of blues and greens, present through new designs,
echoing the rniver theme. The collection was
expanded to include muslin picces, pleated scarves,
stoles, pocket squares and triangular half-scarves. An
unusual cashimere shawl with leather fringes remi-
niscent of some of our 1980s creadons — the ultimate

in luxury — was part of the autumn-winter line-up.

Ties. Growth in sales of ties in heavy silk was remark-
able. The success of the Vibranons line, which is com-
posed of a series of eight designs in ten identical
colour schemes, reaffirmed the strength and impor-
tance of colour. This new line extends and updates
the range, complementing the “whimsical” (ani-
mal) and classic motifs (stirrups, “Chaine d’ancre”,

bits, etc.) for which Hermés ties are renowned.
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L.e monde est un fleuve scarf (left).
Les sources de la vie scarf {right}.
Opposite page, botlom

Ties in heavy silk.
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the most delicate silks and the softest cashmeres. ..
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Arceau Maxi walch.




Watches

Emmanuel Raffner
Managing Director, |_.a Montre Hermés

Agiwvily ny Sectcy

Hermés watches generated sales of 104 million euros in 2005,
a nise of 4% on 2004 al constant exchange rates. This sector accounls

-y

for 7% ol consolidated safes.

Manufactured by Swiss subsidiary La Montre Her-
mes since 1978, Hermeés watches are sold in Hermes
stores and through a worldwide network of nearly
800 specialised retailers. There are more than
1,000 points of sale in all, including several new addi-
tions in 2005, notably in Paris and China.

The range encompasses four product lines. The
“Faubourg" is the heart of the Hermés offering, with
ameless classics such as Cape Cod, Clhipper and H-our.
Models are reinterpreted on a regular basis: Arceau
is now available with an automatic movement, for
instance, and the Clipper was brought out in blue.
“Plein Cuir” capitalises on Hermés’ saddle-making

expertise, and the leather watchband is central to the

line’s allure. The “Mécamque” selecion unlises the
finest watch movements; the new Dressage model
boasts a complex mechanism that even incorporates
the phases of the moon. And the "Joaillerie” line offers
exceptional Gmepieces in precious metals, like the new
versions of H-our and Cape Cod in rose gold.

HEAMES
PARLY
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Eau des Merveilles cau de loiette.
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Véronique Gautier
Chairman of the Board of Directors, Comptoir Nouveau de la Parfumerie

Aclwity by Becior 57

Perfumes

Sales of Hermes perfumes advanced 12% at constanl
exchange rates in 2005 t¢ 72 millioh eurcs. The Group derives 5%

of consolidatled sales from this sector.

Since Eau d'Hermés was created in 1951, Hermes
has been designing and producing its own perfumes
in workshops located in Le Vaudreuil, in the Nor-
mandy region of France. Since 2004, Hermés per-
fumes have all been conceived and composed by
Jean-Claude Ellena, the House's perfumer, which has
further enhanced their distinctive identity. While
Caléche, 24 Faubourg and Eau d’Orange Verte con-
tinue their reign as Hermés classics, Eau des Mer-
veilles, released in 2004, has become one of our
best-sellers and a star of the product range. A new
fragrance, Parfumn des Merveilles, was added to the
Eau des Merveilles collection last year. Reminiscent
of the signature Hermés silver flasks, the bottle is a
jewel that can be worn as 2 pendant.

2005 also saw the release of the highly popular
Un Jardin sur le Nil, an eau de toilette by Jean-Claude
Ellena that was inspired by the fragrances of green
mangoes he remembered from a oip to Aswan,

Egypt. Near the end of the year, 24 Faubourg came

out in a prestigious, himited-edition bottle designed
by the Cristalleries de Saint-Louis.

While France 15 still the biggest market by far, per-
fume sales are growing quickly elsewhere in Europe.
They are also well-anchored 1n North America and
Asia and are gaining ground in Latin America. The
Hermés perfumes debuted in China in 2005, where

they were extremely well-received.
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Awali bowls.
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Brasilia saddle.

bun holders...) in hoM

Y kbaﬂ'etles, hairpins,

and 1acoV®

«00‘3’




Other Hermés Sectors

Astoty Dy Blertr

In 2005 Horméas derived 10% of its consolidated sales irom other sectors,
which inchide art of living, equesirian products, jewellery, smail leather
goods and dharigs. Sales in these sectors rose by 6% af constanl exchange

rales ta 147 nullion ewros,

Art of tiving., This métier specialises in products
designed to enhance “home comforts”. More than
1,000 items are on offer, in ten different product cat-
egortes: home textiles (bed and bath linens, rugs.. .},
beach textiles, decorative items, furniture, games and
office accessories,

Baby gifts urned in robust growth, driven by the
new sterling-silver Gourmet line, Nuages mohair

baby blanket and Boitog bootes in cashmere felt.

One of the many creations to delight customers
in 2005 was the Altai Bagmat plaid in cashmere
and silk.

Saddlery and riding gear. Hermés offers a complete
range of premier quality products to professional
equestrians, including saddles and other tack, and rid-
ing apparel.

The products are sold in Hermés stores world-
wide and at horse shows and equestrian trade fairs
in Europe and the United States, which is the fargest
market for this business, followed by France and
Japan.

The benchmark of quality in the riding world,
Hermes saddles are designed for every competitive
discipline. The new Brasilia jumping saddle was
brought out in 2004.

Jewellery. 2005 was an excellent year for jewellery, and
sales surged. All regions registered growth, confirm-
ing the segment’s potential for further gains.

While great classics like Chaine d'ancre (1938)
and Boucle sellier (1946) continue to be best sell-
ers, contemporary designs by Pierre Hardy now make
up the lion’s share of sales. The year 2005 produced

a plentiful crop of exceptional pieces, which were a

59




huge success. One of these was the Chaine d’ancre

bracelet in white gold set with diamonds.

Small leather goods. This métier is comprised of
all the small leather items that you can “slip into
your handbag”. New designs enriched the line,
including the Béarn coin purse and key ring, the
Fahrenheit and Celsius chequebook covers, Eiffel
and Platon card holders, and Fleming and Mendel
wallets for the MC? line. Small products often
require meticulous, time-consuming labour by
leather goods craftsmen and utilise a broad array
of materials, such as calfskin, goatskin, buffalo, alh-
gator, ostrich and hizard.

New itemns in 2005 included cases for digital media
players (available in two sizes, two materials and four-
teen colours) and the Ieather Pikabook bookmarks,

which were one of the year’s major sellers.

Diaries. Hertnés has been producing diaries since the
1930s, and they are among the most accessible intro-
ductions to the world of Hermés. Today the range
is vast and includes four pocket models plus one office
version, available in fifteen kinds of leather and a vari-
ety of colours. Hermés also offers stationery prod-
ucts, such as writing pads, travel journals, photo
albums and pens.

The 2005 diary opened with a map of the world’s
waterways, encouraging users to navigate through
time much as they would a river, the theme of the
year. A new soft, velvety leather, Eversoft calfskin,
was added to the collection, in four colours: shock-
ing pink, orange, indigo and chocolate.
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Pikabook bookmark (left).
Scot card holders (right).
Opposite page, bottom
Boucle sellier bracelet.

cKels and a coin purse.
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Mesclun lableware {left).

Annapotis wine glass {right}.




Tableware

La Table Hermes. La Table Hermés generated sales
of 18 million euros in 2005, an impressive 14%
advance on 2004 at constant exchange rates. Despite
.diﬂ'lcult conditions in the sector, business was buoy-
ant at La Table Hermés, stimulated by the success
of the new porcelain service, Balcons du Gua-
dalquivir, sporting a red scroll motif inspired by
Andalusian irenwork. In just a few months’ tme,
this resolutely contemporary design became one of
La Table Hermes best sellers. The Mesclun porce-
lain service, which has a fresh, light rompe I'ceil
design and was introduced in the spring of 2005,
was an instant hit because it is perfectly suited to
modern dining habits.

Laurent E. Momméja
Chairman, Compagnie des Arts de la Table

Attty Dy Sestar

Les Cristalicries de Saint-Louis. Sales at Les Cristal-
leries de Saint-Louis grew by 5% to 14 million euros
in 2005.

Several lines of drinking glasses, which represent
the main activity of Saint-Louis, were introduced:
Baalbeck, with a golden arabesque monf, Atdanta and
Annapolis, with their generous goblet and short stem,
and Indiana, a traditional cut-glass service. But the
star performer continued to be the perennial Tommy
service, created 1in 1928 and released in a new array
of colours. In 2005, some spectacular orders for pres-
tige chandeliers also spurred growth.

Qur priarity for the production facility, which has
been based in Saint-Louis-lés-Bitche since 1586, will

63



once again be to preserve and pass on the exceprional
know-how of one of Europe’s oldest brands.

The distribution network was extended, as new
points of sale were opened in Moscow, Turin and
Hangzhou China.

Puiforgat. Salcs.c:xmc to 5 million euros in 2005, a
decline of 11% on 2004. Founded in 1820, the pres-
agious silversmith joined the Hermes Group in 1993
The Puiforcat website (puiforcat.com) was launched
in 2005, and introduces the history of the company,
its workforce and craftsmen, and its many collections.

A number of major designs were released over the

year, including Guéthary, a stainless steel interpreta-

tion of silver Hatware designed by Jean Puiforcat,
Jacaranda, an original collection of pieces in silver-
plate and rosewood from Java, and Virgule, a sculp-
tural candelabra that cones with two contemporary
cups in bold lines.

With operations in France and the United States,
Puiforcat has strong growth potential in Asia, Rus-
sia and the Middle East. a
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Cristalleries de Saini-Louis: Alanta carale and glasses.
Opposite page, bottom

Puiforcat: Jacaranda punch bowd, ladie,

ice spoon and tray.
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John Lobb store,

Rue Boissy d'Anglas in Paris (lefl}.
Printing scarves (right).

Balow

Keats Oxford, John Lobb,

2005 autumn-winter collection.
Oppoaite page

M7 “a la carte” camera by Leica {left).
Weaving silk twill (nght).

Other Brands and Products

John Lobh shoes. Sales of John Lobb shoes rose by
5% in 2005 to 13 million euros. Over the year, the
company embraced a new, more modern boutique
concept, created a catalogue and revamped the prod-
uct range.

In ready-to-wear, the accent was on the Prestige
range, which accounted for more than a third of sales
in 2005. The custom market made a strong come-
back, especially in the United States.

John Lobb has twelve company-owned retail
stores in Paris and London, and in Japan, the United
States, Hong Kong and Korea. The Paris-Boissy
d’Anglas and Tokyo stores were renovated last year
based on a new concept by interior design agency
RDAIL The two other Paris outlets and the store on
Jermyn Sireet in London will be refurbished in 2006.
The company expanded its distribution capaciry,
bringing John Lobb shoes to Harrods and Selfridges

in London and to eight Neiman Marcus stores in the

United States. Development plans are currently being
considered for Hong Kong and Moscow.

The John Lobb website (johnlobb.com) was inau-
gurated in autumn 2005, and a2 new line of small

leather goods was introduced at the end of the year.

Textiles. The textile activities are grouped within
Holding Textile Hermés, and encompass design,
weaving, printing and production. In 2005, they gen-
erated 20 million euros of sales to non-Hermés firms,
a decline of 14% on 2004 cthat was fully offset by an
increase in sales to the companies of the Hermes
Group.

2005 saw a number of innovations, mainly reflect-
ing the company’s new ulisation of printing and
weaving technologies that require unique produc-

tion expertise.

Other activitios of the Hermes Group. Some of Her-
més” production facilities handle activities for non-
Group brands, including the packaging of perfumnes
at the Le Vaudreuil site in Normandy and the tan-
ning of exotic skins at Gordon-Choisy. Sales gen-
erated by these businesses jumped 29% in 2005 to

15 millicn euros. o



Partnerships

Leica Camera. An outgrowth of Optische Werke
Ernst Leitz, founded in 1849, Leica Camera AG spe-
cialises in superior quality optical equipment,
namely camens and binoculars. From December
2000 until the middle of last year, Hermés owned a
31.5% stake in Leica Camera AG. Following the cap-
ital increase in August 2005, Hermeés owns 36.2% of
the company. Sales for the year ended 31 March 2005
amounted to 92 million euros, down from 119 muil-
lion euros in 2004. Leica had a difficult year owing
to delays in the development of its digital camera
range. In response o its lagging business levels, the
company devised a strategy integrating digital tech-
nology, replaced its management team, reorganised
1ts distribution network and improved the health of
its finances. The restructuring plan was implemented
in 2005 and will continue throughout 2006. Revi-
talised by these measures and the success of its new
optical and digital products, Leica’s sales advanced by
16% berween April and December 2005 relative to

the year-earlier period.

Jean Paul Gaultier. Since 1999, Hermés has owned
a 35% stake in the Jean Paul Gaultier fashion house,
Sales mainly consist of licence revenues from ready-
to-wear, perfumes and accessories, the haute couture
collections and retail sales in the Jean Paul Gaultier
boutiques. Consolidated sales rose by 7% to 28.7 mul-

lion euros. The new collections were extremely well

received. After restructuring and staff cuts were car-
ried out in the first half of the year, sales and earn-
ings increased in the second half, helping the Jean
Paul Gaultier group’s operating income to reach
break-even in 2005. A new perfume, Gaultier?, was

launched over the summer.

Les Tissages Perrin. The Hermeés Group owns a
39.5% stake in Les Tissages Perrin. Most of the busi-
ness is focused on weaving for sectors as wide-rang-
ing as ladies’ lingerie, upholstery fabric, ready-to-wear
and accessories. This business generated 27 million
euros of sales in 2005, a rise of 20% on 2004, driven

by vigorous growth in the accessories segment. s
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Christian Blanckaert
Managing Director, International Affairs
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Europe. Sales in Europe came to 512 million curos
in 2005, a rise of 7% at constant exchange rates.
Europe generated 36% of consolidated sales. Despite
the persistently high euro, which dampened busi-
ness from non-European customers in the major
capitals, sales advanced in the region overall, with a
surge 1n the final quarter of the year. In France, sales
increased by 5%. The Bordeaux store was expanded
and refurbished, and online sales at hermes.fr got off
to a good start.

Elsewhere in Europe, sales rose by %%. ltaly posted
robust gains, and retail sales moved up in the United
Kingdom, Ireland, and Germany, where the Baden-
Baden store was renovated and enlarged.

Number of exclusive retail outlets

Business also grew appreciably in Switzerland
and Spain. Sales in Russia rose sharply, testifying to
the great growth potential of this market. The first
Greck branch was inaugurated in Athens in carly
November.

A multitude of events held throughout the year
gave customers a chance 1o experience many unique,
magic moments. In December, the 24 Faubourg
building was draped in golden light and enveloped
in a permanent, sparkling spray of bubbles. Passers-
by adored the show.

Americas. Sales in the Americas advanced 10% at
constant exchange rates to 216 million curos in 2005.
Hermés makes 15% of consohidated sales in this
region.

Sales were up 10% in the United States, and also
grew sharply in Canada and Latin America, on the
back of aggressive marketing efforts in this region.
One of the year’s events, a travelling jewellery exhibit,
enchanted customers throughout the North Amer-
ican stores. And photo exhibits by Marc Riboud,
Michael Ackerman and Christo enlivened the
Madison Avenue store in New York.
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Opening ot an Hermés slore in Bejjing,

at the China World Trade Center {eft).

Equestrian performance produced

by Bartabas {with the support of Hermés)

at the Zingaro Theatre, in Tokyo {right}.

Oppasite page, bottom

Do-Ho Suh exhibit {Le Forum at the Maison Herfmés,
Ginza, Tokyo).

Asia. In Asia, where Hermeés makes 46% of con-
solidated sales, sales increased by 8% at constant
exchange rates from their previous-year level to
660 million euros.

In Japan, sales rose by 6% at constant exchange
rates, despite the weak yen and difficult economic
climate, which depressed business in the first half of
the year. The picture improved markedly in the sec-
ond half, however, after Hermes took over a con-
cession in Osaka: Shinsaibashi Sogo.

I the rest of Asia, sales advanced by 11% at con-
stant exchange rates, sumulated by the huge
demand among local customers for our products.
Sales were up in Hong Kong, following the reno-

vation of the Pacific Place store, and in Taiwan,

Macau and Singapore.

CHAR Aarusl Hepo

send iy nrerats 1y

Japan
/ 29% [30%]
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{excl. France) T \
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Breakdown of sales by region
in 2005 [2004)

Sales in China were buoyed by robust business at
existing stores, which are drawing increasing num-
bers of customers, and by the opening of a second
store in Beijing, at the China World Trade Center,
in Qctober 2005.

In Austsalia, the Surfers Paradise store was refur-
bished. =




Stéphane Wargnier
Director of Communication
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North America
Canada: °
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289 Retail Outlets

South America
Argentina:
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Asia

China:
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Thailand: *
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Near and Middle East
Oubai:
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Turkey:
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Hermés products are available worldwide through a network
of 246 exclusive stores and 43 other retail outlets.

Hermés branded watches, perfumes and tableware

are also sold through networks of speciafist

stores, in airport duty-free stores and on board aircraft,
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Francis Chauveau
DCeputy Managing Director, Industrial Affairs

Hermés and the enviraresent. Hermeés makes prod-
ucts from natural materials using the traditions of
handcraftsmanship developed over generations, and
protecting the environment has been a key concern
since the Company’s inception. Using techniques that
protect the planet’s resources and designing environ-
mentally-friendly products are at the very heart of
the Group’s philosophy.

At the beginming of 2003, Hermes hinplemented
an environmental programme with the following
objectives:

— to comply with environmental regulanons and to
anticipate changes whenever possible;

— to improve production processes by using the clean-
est technologies and safest materials;

—to respect the worlds natural resources and to
conserve energy;

- to minimise waste production and to recycle when-
ever possible;

= to ensure that production facilites fit into their sur-
roundings, employing systems to prevent acciden-
tal emissions and reduce noise and other pollution.

The resules of this programme are measured by
various indicators outlined in Volume 2 of the Annual

R.eport.

Qrganisation of Hermés' environmoental operations.
The Environmental Network was created in 2003,
and is composed of ten Sector Environmental Offi-
cers. A list of the sites overseen by each Officer can
be found in the appendix of Volume 2 of the Annual
Report. Hermés International’s manufacturing divi-
sion provides leadership and coordination for this net-

work with the aim of achieving Company objectives.

77



The role of each Sector Environmental Ofhicer

15 to:

— help design and implement the Company’s envi-
ronmental policy in conjunction with his direct
superior;

— educate and train staff on environmental 1ssues;

— co-ordinate control over cnvironmental and
energy costs;

— examine more ecological alternatives for operat-
ing processes whenever possible, in conjunction
with the relevant departments;

— assess the environmental impact and health and
safery features of all chenucals entering and leav-
ing the site;

— represent the Company during environmental pol-

icy meetings held both in-house and with outside

organisations.

The leather and textile sectors, both of which have
several production facilities, jointly oversee the roll-
out of environmental activities in common areas. An
Environmental Officer from each sector monitors and
co-ordinates efforts to improve conditions across all
sector sites (eight in textiles, rwelve in leather),
together with each facility’s managers.

During 2005, members of the Environmental
Network were able to exchange informanon on good
practices at guarterly meetings and through forums
on the Company’s intranet. All members consistently
apply the environmental indicators and reporting sys-
tem introduced in 2003.



Previous page, battom

Hermés workshops in Pantin.

Opposite page. top

The Le Vaudreud facility (Hermés Parfumns) (left).
The leather workshop in Pantin {right).

Opposite page. bottom
Maroquinerie des Arcdennes in Bogny-sur-Meuse.

Results in 2005, In 2005, the Environment Network
decided to focus some of s efforts on water man-
agement.

We once again made excellent headway over the
year, significantly reducing both our water con-
sumption and wastewater pollutants. Consumption
diminished by 14% relative to 2004. Total water

consumption has been cut 32% since 2002.

Watar consumption. At Ateliers A.S., water con-
sumption declined by 17% in 2005, reflecting the
cfhiciency of the new frame and blade washing
machinery, an enhanced maintenance protocol on
the older equipment and a comprehensive effort to
trace and repair leaks.

Water consumption at SIEGL decreased by 15%
between 2004 and 2005, bringing the total reduc-

Textiles 263,000

Porcelain 1,300
- .\*" T / Leather 35,000
- — A

. ',,‘*" " ‘\/ Siversmithing 706
i ¥
; ; 3 %_.-Tanning 41,463
g é_\ k._l Watches 602
‘\ ) ..,‘.;\ Pertumes 10,000

.\\ > _ Footwear 742

‘\ — N Grysta 18,500
-.—..d-""

Logistics 16,000

Water consumption
by sector (m?)

Environment

tion over the past five years to 65%. The pumping
process was enhanced, with a retention system, a new
drill pump, warning levels and daily readings on the
depth of the water table. The installation of a more
powerful drill pump and 2 150 m” water storage tank
enabled the company to avoid production stoppages |
in the case of pump breakdown, thanks to faster
maintenance. River water will henceforth only be
pumped as an emergency back-up measure.

Water consumption at the tanning faality in
Gordon-Choisy was reduced by 16% following the
installation of a water treatment plant (in mid-2003),
which required the facility to restrict its use of process
water to avoid exceeding daily treatment capaciry,
and a new-generation tanning drum {in July 2005),
which decreased the amount of water used in tan-
ning baths by 30%.

568.567

1 488,180
] 450,235

387313

|

!
E

. e H

2002 2003 2004 2005
Water consumption {m?)
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Cooking up colours at Ateliers A.S.

in Pierre-Bénite,

Below

Printing scarves.

Opposita page

The SIEGL tacility {Société d'lmpression
sur Etoffes du Grand-Lemps).

At Les Cristalleries de Saint-Louis, the recycling
system on the crystal melt cooling circuit, installed
m the latter part of 2004, proved its effectiveness in
2005 by slashing the facility’s water consumption in
half {or by some 20,000 m?). Another systerm cou-
pled with an exchanger uses the principle of energy
recovery to regulate the wemperature of the “gamins™,
a mechanical system used during the heat mould-
tng of shaped pieces.

At our perfume production and packaging facil-
ity, wastewater vacuum pumps were replaced ac the
end of the year by individual electric vacuum pumps
installed on each machine, which are expected to
lower water usage sigmficantly in 2006,

The Pantin facility stopped using water-intensive

cooling systems, which saved 6,000 m* of water.

Wastowater. We continued our efforts to improve the
quality of wastewater in 2005,

In the texules sector, SIEGL reduced the chem-
ical oxygen demand {COD) in 1ts wastewater by
42% in 2005. Additional vacuum ink removers were
purchased afier demonstrating their effectveness in
the printing frame cleaning process at SIEGL and
Atcliers A.S., which earned these companies the
Ecolor programme prize for clean, energy-efficient
technologies in 2002, Systematic measures were set
up to recover waste products from stripping and siz-
mg baths. More accurate monitoring was introduced
for wastewater quality in the SIEGL lagoon. And
personnel involvement in ecological working prac-
tice was stimulated company-wide. Optimisation
efforts continue. An appraisal of the water treatment

system was initiated in 2005, including tests of




water-recycling techniques using ultra-filtration and
reverse Osmosis.

The vacuum ink remover at Ateliers A.S. was
equipped with a more powerful suction nozzle,
enabling it to operate more efficiently. The company
has completed the installation of 2 homogenisation
tank, which lowers the temperature of the wastewater
and neutralises the pH level. The tank has two hydro-
ejectors, which help to improve COI levels.

The water conduit separation programme initi-
ated in 2001 at Les Cristalleries de Saint Louis was
concluded in 2005, with support from: the water qual-
ity agency. A rainwater collection system serving the
northern portion of the site was completed in 2003.
Ratnwater, surface water, sanitation wastewater and
waste process water are now handled separately within
the buildings, following the completion of additional
work during 2004 and 2005. Water from the chem-
ical polishing and etching processes is neutralised with
lime and filtered before it is released into the envi-
ronment. Sludge is removed to an approved discharge
site. Processing of ammonia-rich water from the rins-
ing stage of the chemical etching process is outsourced
to a spectalist. Other wastewater used in the manu-
facturing process is clarified or centrifuged. Two new
pre-settling tanks were installed at the outlets from
the cutting and cracking-off shops in 2004.

To complete this work, a prototype setthng tank
was built 1in 2005 with the aim of eventually retain-
ing 80% of the suspended matter contained in the

wastewater produced by the manufacturing process.

Yre
%
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Conclusion. Hermeés continues the improvement plan
inittated in 2002. The emphasis placed on water con-
sumption and wastewater quality in 2004-2005 has
yielded solid results, thanks to the motivation and
efforts of everyone who is involved in the Group'’s
manufacturing operations.

The Group did not book any provisions for envi-
ronmental liabilities in the 2005 accounts. None of
the Group’s companies was ordered by a court to
pay compensation for environmental damages dur-

ing the year. m
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Augustin de Champeaux
Human Resources Director

The Men and Women of Hermés: Longevity and Movement

Staff. During 2005, Hermeés carried out a well-
targeted recruitinent campaign to keep up with its
expanding business. The team of saddlery and

Jleather goods crafismen was enlarged, with 125 new

employees joining the leather facilities in the
ile-de-France, Franche-Comté, Rhéne-Alpes,
Auvergne, Dordogne, Champagne-Ardenne and
other regions.

A total of 279 full-time jobs were created over
the year, 72% of these in France, bringing the Group’s
headcount to 6,150.

Worldwide, Hermes” workforce breaks down as fol-
lows: the Group has 3,881 employees in France work-
ing at the 19 production sites, 17 stores and the head

12% 10%

E

Managers

Gender breakdown

office; 1,219 employees 1n the 53 Asian stores, 607
in Europe (at the 42 European stores, at La Montre
Hermés in Switzerand and at JL & Co in the UK),
and 443 in the 24 stores in the Americas,

The preduction and distribution forces are
evenly spread, comprising 42% and 40% of person-
nel respectively, while the support teams (design, mar-
keting and administration) make up 18%.

The majority of Hermes” workers are female, wath
women accountng for 66% of the workforce. They
are well-represented at all levels throughout the
Group, from the Executive Committee to the Man-
agement Committee and among the managerial staff
generally: 55% of the Group's managers, 72% of store
managers and 72% of the saddlery and leather goods
crafismen, are women. And in more traditional fash-
ion, 82% of the sales force is female.

A total of 21% of employees held managerial posi-
tions in 2005, reflecting the type of businesses in
which Hermés is active and the Group’s belief in pro-
moung employee intdative at all levels.

Recruitment. Hermés is an attractive company to
prospective employees. The Group has litde difficulty
recruiting new members, except perhaps in certain
countries or in sectors that require specific expert-
ise, such as printing, engraving or cloth weaving (in
textiles), or skilled crafts such as saddlery and leather
goods {leather).
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Al right
The support teams (design. marketing and admiristration)
make up 18% of the workforce (leit).

Jean-Claude Ellena, Hermés perfumer {right).

Given Hermes' steady growth and the diversity
of its activities and subsidiaries, recruiting efforts are
far-reaching and varied.

Hermeés strives to build loyalty among its
employees and encourages mobihity within the Com-
pany. When positions need to be filled, managers first
seek recruits from the in-house staff before looking
to an outside source. “Move in Hermes”, a new soft-
ware application, was introduced for this purpose in
2005. It is available to all managing directors and
human resources directors, and enables them to share

information on job postings.

raining. Hermeés continues to devote ¢considerable
amounts of both time and money to training,
because we believe that training fosters dedication
among employees. During 2005, Hermés dispensed
184,000 hours of professional training, investing
6.2 million euros, or 2.8% of the total payroll. The
investment was made joindy by the subsidiaries,
through local initiaaves, and by Hermés Interna-
tional, through its Group training plan, which offers
cross—discipline programmes.

Disseminating the Hermés culture. Hermeés further
refined its orientation programme for new employ-
ees in 2005. The goal of the programme is to
mark the arrival of newcomers not only by offer-
ing them a warm welcome, but also by giving
them tme to familiarise themselves with the his-

tory, spinit and inner workings of Hermes, and

to understand their place in the Company’s organ-

isation.

Owur first gesture is to give new arrivals “First Steps
at Hermes” (Preniers pas chez Hermés), the new book-
let introducing the Group, We also offer all new man-
agers a two- to four-week integration programme
during which they are able to meet the associates with
whom they will soon be working on a daily basis.

In addition to these very open exchanges,a men-
toring systerm was set up in 2005.

Courses at the “Hermeés Training [nstitute™ ({nsti-
tut de Formation Hermés - IFH), which consist of two-
week sessions offered twice a year, drew employees

from all over the world to Paris to learn the funda-

Suppor

18% 40%

Production
42%

Breakdown by category in 2005
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ments of Hermés culture — pur identity, history, busi-
ness lines, strategy and values. Tours and shows give
participants a taste of Parisian life, adding to the suc-
cess of these courses, which are renowned for their
cultural appeal.

Cangl H, the in-house video tmagazine, is now
shown to all employees. A large segment is devoted
to highlighting the reality of the business lines, life
in the stores, marketing events and the human dimen-
sion of Hermeés. At some of the subsidiaries, show-
ing the video offers an occasion to bring the teams
together.

In july 2005, the distribution subsidiaries’ fifieen
window designers gathered in Paris for the Visual

Americas
7%
Asia-Padific
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Merchandising Meeting, to discover the 2006
spring-summer collection and the Group’s upcom-
ing advertising campaign.

The "Hermés Language Shuttle” offered many
employees an opportunity to sharpen their foreign
language skills in a store or the offices of a subsidiary.

The “Know Your Company” (Cennaissance
Générale de " Entreprise) sessions, which are offered to
employees of Hermés Sellier and Hermés [nterna-
tional, enabled some fifty staff members to better
understand their role within the Hermés Group.

As parc of our “Hermeés Homes of the World”
programme, several sales representatives and store

managers were able to work in another store, and for
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This page and opposite page

The “Hermés Language Shullle® enables
employees to sharpen thew foreign

{anguage skills by spending time in a ditferent
slore or a subsidiary.

one or two weeks, experience the practices, rituals
and challenges of another team 1n another market.

Japanese subsidiary Hermés Japon introduced 182
employees to leather stitching in workshops designed
to foster awareness of working by hand and work-
ing with leather.

Skiits deveiopment. In tus very broad area, the “Her-
meés Team Leader” (Animatenr Hermés) and “Hermes
Team Leader Workshops™ (Ateliers de ' Animateur
Hermiés) built on earlier developments, continue to
draw participants keen to perfect the art of team lead-
ership. In 2005, 21 staff managers attended the “Her-
més Team Leader” course, and three groups of local
staff managers, totalling 33 people n all, avended
“Hermes Team Leader Workshops™.

To extend the training offered by the “Hermés
Tram Leader” module, a new programme was cre-
ated in 2005: “Hermeés Team Leader 2. The new
module consists of one three-day and one two-day
course, and is for managers that have already attended
“Hermés Team Leader”. It aims to solidly anchor
individual management practices such as recognidon,
transparency and perfectionism, and to develop a
group spirit. The 2005 pilot session was attended by
14 participants, and successfully met their high expec-
tations by teaching techniques to handle the chal-
lenges of managing larger teams.

The new “Profession: Manufacturing™ (Profession:
Industriel) programme 15 designed to give production

and facihities managers new tools to help them in

all aspects of their job — manufacturing, human
resources, financing and property. Through this
course, which consisted of four two-day sessions, par-
tictpants acquired new technical skills to add to their
“tool box”.

Courses on fapanese and Korean culture were
also offered to employees of Hermés International
to facilitate their daily interactions with the Asian
subsidiaries.

Spearheaded by Holding Textile Hermés, the
textile business developed a course in conjunction
with a fashion school. The twin objectives of the
course are to foster understanding of the fashion
world — 11s players, its operation and its customers’
expectations, and to encourage the use of modern,
creative methods in the design of collections. A total
of 18 people attended this one-day programme
in 2005.

In the United States, 55 employees took part in
the annual Managers Meeting, the themes of which
were the seven golden rules of service, management
through coaching and performance, the culture of
craftsmanship, and the prevention of sexual harassment.

In our ongoing effort to expand production
capacity in the leather sector, we offered training to
junior leather goods craftsmen at each of our nine
production facilities and in the cutting and stitch-
ing operations. In 2005, 129,850 hours of training
were provided.



The art of selling. Since its launch in 2003, the “Her-

mes Selling School” has condnued to develop quickly.
Efforts in 2003, 2004 and 2005 were focused on
rolling out the first module. Entitled “le temps de
I'échange” (" Time for Exchange™), it is designed to
raisc salgs forces’ awareness of the key role they play
with customers and in the delivery of quality serv-
ice. The programme's aims are threefold: to provide
a deeper knowledge and understanding of Hermés;
to build customer loyalty; and to teach staff the finer
points of selling, including the different phases and
rituals involved in closing a sale. In 2005, 453 staff’
members attended the programme.

In just three years, more than 1,000 employees
of the world-wide distribution network have taken
a course at the “Hermés Selling School”.

Hermés Japon initiated an ambitious traimng pro-
gramme for junior sales staff, to instil the techniques
of selling our products in an effort to improve the

accuracy of their responses to customers.

Product knowledge. The “Product Knowledge”
courses teach sales staff how to present the intrica-
cies of each product’s design and quality, so they can
“tell 2 story™ and be able to back it up with solid facts.

In 2005, the four-day session entitled “Voyage
within Hermés™ (Voyage en Hermés) was attended by
34 newcomers to the European sales force, in two
groups. As part of the “Mini IFH" course, 10 sales
staff from the American subsidiary Hermés of Paris

were invited to spend four days in Pantin and Paris

Huimi Ragourge

to learn about each business line by studying its his-
tory, its collections, its production methods and its
selling points.

In the same spirit, two sessions entitled “Discov-
ery Trip” were dispensed to the sales teams serving
Asian travellers. Almost 30 employees who live far
from the Group’s Parisian centre immersed themselves
in the world of Hermés, gaining a rich overview of the
business sectors, the history of Hermés and several of

its emblematic locations.

Emplayee retations. Hermeés strives to build quality
relationships through a contractual staff relations pol-
icy and by promoting dialogue berween employees
and management.

In the conviction that everyone stands to gain by
sharing in the Company’s profits and/or growth,
Hermés has developed many incentive schemes and
profit sharing plans within the Group.

Even though our manufacturing acavities are gen-
erally low risk and are carried out in facilities that
are attractive and pleasing to work in, Hermés has
decided formally to educate the production managers
about security issues at the work sites.

A prevention task force and a security reporting
system were set up in 2005 to provide guidelines for
any steps to be taken, in conjunction with the Group's
Council for Qccupational Safery and Working Con-
ditions (CHSCT). o
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Consolidated Resulits

vl

Consolidated Results

In 2005, the Hermés Group registered consolidated
sales of 1,427.4 million euros, an advance of 7.3% at
constant exchange rates {7.2% at real exchange rates).

The gross margin was 65.1%, the same as in 2004
(65.2%).

Selling, marketing and administrative expenses
totalled 488.1 million euros, up from 462.9 million
euros in 2004. They reflect higher adverusing
expenditure.

Other income and expense came to 57.2 million
euros, compared with 48.0 million euros in 2004,
including 42.5 milkion euros in depreciation and
amortisation charges.

Operating income advanced by 7.4% (9% at con-
stant exchange rates) to 383.5 mitkion euros, from
357.1 mullion euros in 2004. The operating margin
was 26.9%, compared with 26.8% in 2004. Restated
for first-time adoption of [AS 32/39 in 2005, oper-
ating income was up 4.5%.

Net financial income came to 3.9 million euros,
down from 7.5 million euros in 2004. It incorpo-
rates a charge of 5.6 million euros related to first-
time adoption of 1AS 32/39 in 2005,

The tax charge amounted to 135.8 million euros,
compared with 125.2 million euros in 2004. Minor-
ity interests totalled 4.8 million euros, compared with
4.5 million euros in 2004.

Buoyed by the improved results of the affihated
companies, net consolidated income increased

by 15.4% (17.9% at constant exchanpe rates) to

247 million euros, up from 213.9 million euros in
2004. The net margin widened from 16.1% in 2004
to 17.3% in 2005.

The Group generated cash flow of 310.8 million
eures in 2005, a rise of 6.5% over the 291.7 million
curos recorded in 2004,

Investments

Hermés continued to make substantial investments
in 2005. These came to 118.5 million euros for the
year and were entirely financed from cash Aow.

The bulk of investments was devoted 1o the
distribution network. Three new branches were
opencd and four others were renovated or expanded.
A website to sell Hermeés products online was inau-
gurated in France. Efforts got under way to enlarge
the “Maison Hermés” in Tokyo and to build its
counterpart in Seoul, Korea. The acquisition of the
George V building in Paris expanded the Group's
property holdings.

Breakdown of investments

fin rodlGng Ut BLoL 2805 2004’ 2003
Distribution 7.6 51.8 50.8
Production - 16.0 33.0 146
Financial invesiments 18.0 79 25
Property . 158 04 38
Otner 20.0 16.5 13.5
Total investments t18.5 118.8 94.2

! 2004 gata restated under IFRS.
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The ex-ibrs of Emile Hermés decorates
most office doors (seen here

al the Maison Hermes, Ginza, Tokyb).

Hermés subscribed to 8.0 million euros in bonds
with warrants issued by Gaulme, and to 8.4 millien
euros in shares issued by Leica Camera AG, raising
its stake in this company from 31.5% 10 36.2%.

Financial Position

The Group’s net cash position further improved in
2005. This was mainly due to the 6.5% increase in
cash flow, which was higher than outlays on invest-
ments and dividends.

Cash amounted to 543.3 million curos at
31 December 2005, up from 517.5 million euros at
31 December 2004.

Restated net cash (after factoring in non-liquid
financial investments) totalled 584.5 million euros at
31 December 2005, compared with 534.6 million
euros at 31 December 2004.

Shareholders’ equity increased once again, on the
back of the profits generated by the Group. It rose from
1,266.7 million curos {(Group share) at 31 December
2004 to 1,389.0 million euros at 31 December 2005,

93

Value Creation

The notions of economic value added and return on
capital employed were introduced at the Hermes
Group several years ago as performance indicators
for the Group’s investments.

The sharp improvement in earnings led to sigmf-
icant growth in economic value added, which jumped
from 146.6 million curos in 2004 to 188.0 million
euros n 2005.

Similarly, the return on capital employed rose from
25% to 27%. a
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Annick de Chaunac
Director of Legal Affairs

Risks associated with intellectual property rights.
The Hermés Group’s nominative, three-dimensional
and figuratve trademarks, models and patents on cer-
tin inventions are covered by broad, world-wide legal
protection.

Because of their strong name recognition and
excellent reputation, the Hermés and other Group
brand products (Puiforcat, Saint-Louis, john Lobb)
are frequently the target of counterfeiting operations.
Some sectors are affected more than others, and
leather goods are the hardest-hit.

The Hermés Group has encountered many
instances of counterfeiting and has deployed aggres-
sive measures to prevent counterfeiting and actively
to defend its rights throughout the world.

The Group systematically takes action against all
infringement of its rights and every year, it earmarks
significant sums to fight counterfeiting,

With a necwork of highly qualified, specialised
lawyers around the globe, the Group cooperates with
the administraave and law-enforcement authorities
to act against offenders in different countries.

The internet has emerged as a new outlet for
counterfeit goods, requiring the development of a
strategy specifically tailored to combat online sales
of counterfeit items.

fisks wssocirted with parallel distribution, The
Group’s products are distributed through a selective
network, and it is essential to prevent the develop-

ment of any parallel network,

Cempliance wih all applicable legislation and reg-
ulations. The Group consistently monitors develop-
ments of all applicable legisiation so that it can be
prepared to adjust to any changes as they arnise.
Because it takes a proactive approach, the Group
1s a party int certain lawsuits, usually as the planuff.
Settlement of these cases is not expected to produce
any material impact on the Group’s business activity.
The Company is not aware of any existing or
potential governmental, legal or arbitration proceed-
ings that may have, or recendy have had, a signifi-
cant impact on its financial condition or profitability
and/or on the financial condition or profitability of

the Hermes Group. u
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Below

April 20086, the future “Maison Hermés™

in Dosan Park in Seoul, under construction.
Opposits

Un grand bol d'Hermeés adverlising campaign
in the first hall of 2006.

DAL PRI I A T T

Continued Expansion in 2006

The Group will continue 1o enlarge its distribution
network. It plans to open or renovate approximately
thirty branches. This will include the opening of a
a new *‘Maison Hermés” in Seoul and the extension

of the Maison Hermés in Ginza, Tokyo and of the

Avenue George V store in Paris. New branches will
be opened in Amsterdam (Netherlands}, Charlotte,
North Carolina (United States), Hangzhou (China)
and Bangkok (Thailand).

The Group will continue to make substantial
investments to expand production capacity in the var-
ious sectors. The Hermés Group, which in 2006 is
celebrating “Paris in the Air”, will pursue its strat-
egy focused on creativity, product quality, and the

spirit of fine craftsmanship in all of its activities. o
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Summary Consolidated Financial Statements




Consolidated Income Statement

(n millions of ewros) 215 2004
Sales [notes 18 and 19} 1,427.4 1,331.4
Cos; of sales o {498.6) {463.4)
Gross profit (note 20) 928.8 868.0
Seling, marketing gnd administrative expenses (note 21) (488.1) {462.9)
Other income and expense (note 23) 57.2) (48.0)
Operating income 383.5 KLYR
Net financial income (note 24) ag 7.5
Income before tax 387.4 364.6
Corporate income tax {note 25) (135.8) {125.2)
Share of net income ol associates [note 8) Q.2 (21.0)
Cenasolidated net incoeme 251.8 218.4
Minarity interests (note 14} (4.8) (4.5)
Net incoine - Group's share 247.0 2139
{Earnings per share {in euros) (note_ 32} ) 680 5.837
6.79 5.83

Diluted eamings per share (in euros) (note 32)

Note numbers refer 10 the notes 1o the consolidated financial statements in Volume 2 of the 2005 Annual Report.
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Consolidated Balance Sheet

Assels
R ST N Nt MNN22005 01/01/2005 IN/12/2004

Gross Depraciation, MNat Nat” Net

alic
and provisions

Non-current assets 1,205.7 429.6 7761 660.9 661.1
Goodwill {note 7) 55.1 35.4 197 188 18.8
Héxﬁ:ﬁé éssété?:io?é 3 oo Wao* 5 T se7 T T 208 24.1 241
Praperty. plant and equpment (iote 4) 8401 3406 "Tas9s 4507 4507
Invesiment property (note 5) 120 o T Tiz2 "4 a1
Availabla-for-sale securities (note 9} 19.3 1.9 ;7.4 9.2 g2
Hekd-to-maturity securities (nate 9) a7.4 - 47.4 23.2 26.4
Investments in associates [note 8) ar7 - 377 28.4 28.4
Loans and deposits (note 10) Cos3 02 1sa 125 125
Deferred tax assets (note 25) 973 - T et ‘809 869
Current assets 1,249.7 132.2 1,117.5 1,084.1 1,068.9
Inventones and work in progress (note 11} 447 6 125.4 322.2 290.2 2680.2
Trade receivables {note 12) 122.0 6.6 1154 111.6 114.7
Current tax receivables  {notes 12-25) 10 - "0 68 6.8
Other receivables {note 12) T T 386 02 384 “ars T ass
Financialinstruments al fai value (hote 26) _ 35.2 - 352 23 -
aja;h_:;nd—(;as_h-equwa!ems (notes 13- 26] T B053 - - 6053 ) ) 6057 | ?66-8.‘?'“#
Total assets "24554 5618 18936 17450 17300

"Opening balance sheet based on 31 December 2004 closing date, after impact of IAS 32 and 1AS 39 on financial instruments,

Note numbers refer to the Notes to the Consolidated Financial Statements in Volume 2 of the 2005 Annual Report.



Lianiities and sharehokiors” equity
Belore appropriation

11

3 Lol T HAX2005 010172005 311272004
Shareholders’ equity 1,410.5 1,291.9 1.286.4

Share capital 55.6 56.6 56.6

Share prerium 36.3 326 T o326
Treasury slock £20.0) 45.2) (45.2)
Reserves - - 1.0535 1.011.4 oo
Translation adjustment 16.3 13 MEN
Derivatives - share inciuded in equity ’ 03 16.7 ’ -

Net income lor the year 247.0 2139 2139
Minonty interests {rote 14) 215 172 197
Non-current liabilities 99.3 108.6 97.3
Borrowings and debt (note 26} 331 39.8 37.3
Provisions {note 18) Toar T 320 T
Post-employment and aiher employee benefits {note 16) 236 239 230
Deferred tax iiabilities (note 25) 108 16.5 7.7

Other non-current liabilities (note 17) IR 252 T 252
Current liabilities 383.8 3445 346.3
Bomowings and debt [note 25) 321 539 53.9
Provisions (nole 15) T h 151 ) w8 7 Taea
Post-employmant and other empioyee benefits (note 16) 4.0 25 25

Trade payables (note 17) 146.4 1429 143.1
F-nanctai ins?rumen!s-ét tair value Inola 26) T 353 - -

Current tax fiabilities (notes 17-25) 432 238 238
Other current liabiities (note 17) BT e nes s
Totat fiabilitice ard snarchialders' equity 1,893.6 1,745.0 1,730.0

"Opening balance sheet based on 31 Decemnber 2004 closing date, after impact of IAS 32 and IAS 39 on financial instruments.
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Statement of Cash Flows

Before appropriation

U R T AT I 200% 2004
Operating cash flow* 310.8 29N.7
Operating cash flow before cost of debt

and current tax charge 443.3 406.8
Inventortes and wor‘k in progress {24.7) {12.4)
Trade recenrables (0 5) (12.2)
Olher recewab!es (exc!udmg current tax ch.:uge) (5 5) ©.32)
Trade payables 34 143
O1het liabilities and mtsce(laneous nems (excludlng currem tax charge} {4.7) 10.7
Change in fair vatue of derivatives 3.2 -
Change in operating working capital (28.8) 0.1
Cash flow from operating activities 4145 406.9
Cosl of net deb1 38 73
Corpo«aie income tax paxd {113.2) {133.1)
Net cash fiow from operating activities 305.1 2811
Acqmsmons of intangible assets 9.0 (7.3)
Acquisiions of property plam and equspmem (90.5) (95.4)
Acquisitions of :nvestmems in associales {18.9) {17.2)
Aoqunssnons of other long-term investments (24.3) {12.0)
Amomls payab1e relalmg 10 fixed assels (1.9 _ i _OAB
Proceeds on disposals 19 0.6
Cash used in investing activities {142.8) {130.9)
Dividends paid _ (785 (64.8}
Increase/(decrease) in shareholders' equity (?0 )] {16.5)
Cash used in financing activities {146.5) {81.3)
Effect of changes in the scope of consolidation (0.4} B 0.5 L
Effect of foreign exchange differences 10.4 {0.1)
Change in net cash position 25.8 68.7
Netcash posiion at 1 Janwery T 7 s17s assa
Net cash position at 31 Decemba" 543.3 517.5
Change in net cash position 25.8 68.7




.

* Calcutation of operating cash flow

e P 100 2004
Net income - Grour's share 247.0 2139
Deprociation and amartisation e Taag T T T Ts000 ’
Impaiment losses T Ta4 B T
Derivatives marked to market 11 -
Change i prowsions 1.6 .2
Share i net income/flosses) ot associates 02} 21.0
P;!mmy iﬂlefesls. T U oo : ) ;B o T A_“.Z.S“ ) -
Capdal gaing and I0S5es on hspOSAS -7 ©on T T e T T
Defered tax ' ) 37 T
Othe . 0.2 o
Operating cash flow n0.6 291.7
Cost ol net geit {3.8) {7.3)
Curtent tax charge 136.3 122.4
Operating cash flow o T
betore cost of net debt and current tax charga 443.3 406.8
** Reconciliation of net cash position at 3t December
b ot o oy 31122006 010172005 311122004
Cash and cash equivalents 605.3 608.7 608.7
Bomowings and debt TTTTTTTTTTTTTT T TTeey T T i {91.2)
Net cash and net cash equivalents 543.3 517.5 5175
Liabditios refating to commitments 10 buy out minority shareholders 3-2) 2.5) -
_t:let cash on the Fﬂnsclwated baolance sheet 540.1 515.0 ’ 51?5
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Review of Operations

The Review of Operations appears on pages 31
chrough 76 and page 96 of Volume 1 of the Annual
Report.
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Information on Investments

A list of companies whose head offices are locared
in French territory and in whose share capital the
Company has a significant direct or indirect inter-
est is provided in Note 34 of the Consolidated
Financial Statements.

Dunng 2005, Hermés Intemational carried out a
number of capital transactions with respect to the
following directdy- or indirectly-held subsidianes:
— it created a new subsidhary, Hennés Gréce;

— it made capital injecttons in Saint-Honoré Chile
and Hermés Argentina;

— Holding Textile Hermés subscribed to a capital
increase in Société d'lmpression sur Etoffes du
Grand-Lemps and bought out minority share-
holders’ interests in Société Nontronnaise de
Confection; .

— Castlle Investissements subscribed to a capital
increase i Compagnie des Cristalleries de Saint-
Louis;

— Share issues were carried out by Hermés Korea,
subscribed for by Hermes South East Asia, and by
Saint-Honeré Shanghai, subscribed for by Herlee:
—J.L. & Co and Hermeés Japon bought out minor-

ity sharebolders” interests in John Lobb Japan;

— in the interests of racionalising and streamlining
the Group's organisational structure, the sociéiés
civiles immobiliéres (real estate partnerships) that
owned the premises occupied by certain leather
goods subsidiaries were merged with and into
those subsidiaries: SCI Boissy-Saint-Honore was
merged with and into Maroquinerie de Sayart (for-
merly Bagages & Cuirs); SCI Boissy Bogny was
merged with and inco Maroquinerie des Ardennes;
SCI Boissy Belley was merged with and into
Maroquinerie de Belley; and SCI Les Jonquilles
Soleil was merged with and inte La Manufacture
de Seloncourt.

Likewise, Societe d'Impression Begalienne was
merged with and into Ateliers A.S.

To maintain 2 constant ownership interest in Leica
Camera AG, Hermeés subscribed to the share
issue carried out by that company in August 2005.
Furthermore, Leica Camera AG and Hermés
Japon created 2 51/49 joinr venture, Leica Cam-
era Japan Co. Lastly, Hermés subscribed to bonds

with warrants issued by Gaulme.

10 MANAGEMENT REPORT



Environment

ENERGY CONSUMPTION

= Water consumption
{m?)

» Electricity consumption
{(Mwh}

2002

* Gas consumption
(MWh)

2005

+ Breakdown of water consumption
by sector - 2005

Porturmas
Tanning
Leather Goods

Textiles

* Breakdown of eleclricity consumption
by sector - 2005

Sikversrmithing and

Porcelain Jewellery
Watches
Crystal Footwear
= Logistics
Perfumes
Tanning
Leather Goods Textiles
* Breakdown of gas consumption
by sector - 2005
Siversmithing and
Porcelain Jewelery

\ C Foatwear
T Logstics

Crystal -

Parfumos )
Tanning \ Leathar Goods
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Environment

ORGANISATION

The Environment Nerwork created in 2003 now turing division provides leadership and coordina-
comprises ten team leaders, or Sector Environ- tion for this network with the aim of achieving
mental Officers. Hermeés [nternational’s manufac- Company objectives.

Seclor Compary {production stes)

Saddlery-Leather Goods

Tanning

Textiles

Perfumes
Tablaware/Crystal
Tableware/Porcelain

Sitversmithing and Jewellery

Watches
Footwear

Administration and Logistics

Hermés Seftier (Faubourg, Pantin, CIA, Pierre-Bénite)
Awvril-Morio & Paite {Paris)

Maroquinerie de Sayal (Sayat)

Nehel (Paris)

Maroquinerie de Belley (Befley)

Maroquinerie des Ardennes (Bogny-sur-Meuse)

La Manutacture de Seloncourt {(Sefoncourt)

La Maroquinerie Nontronnaise {Nontron)

Ganterie de Saint-Junien {Saint-Junien)

Gordon-Chaisy (Montereau)

Atgliers AS, (Prorre-Bénite)

SIEGL {Le Grand-Lemps)

Buco {Bussiéres, Flerre-Bénite)

Compagnie des Etoffes o Ameublement (Saint-André-le-Gaz)
Le Can {Le Mans)

Société Nontronnaise de Confection (Nontron)
Elabkssements Marcet Gandil (Bourgoin-Jaliew)

Comptor Nouveau de ta Parfumerie {Le Vaudreud)
Casalienes de Saind-Louis (Saint-Lowis-ks-Bitche)
Compagnie des Arts de [a Table (Nontron)

Hermes Selier {Pantin)
Puitorcal (Pantin)

La Montre Hermas (Bial)
Jobn Lobby (Paris, Northampton)

Hermes Sellier (Paris, Pantin, SBobigny)
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RESULTS 8Y SECTOR

TEXTILES

Each of the eight textiles sites pursues an environ-
mental policy based on a programme drawn up at
the beginning of the year with the Sector Envi-
ronmental Othcer. In 2005, this sector invested a

total of 283,000 curos in environmental protection.

s Figures

2002 2003 2004 2005
Water (M 405,000 330,000 312,000 263,000
Electricily {(MWh} 8,097 8,296 8,974 9,282
Gas (MWh) 22349 21,730 23.168 22,448
OMW (1) N7 239 243 308
HIW {1) 176 181 280 279

The 2005 figures include the new Gandit and
Bucol sites, respectively in Bourgoin-Jallieu and

Pierre-Benite.

= Water

Water consumption declined sharply as a result of
the polictes implemented ac the various sites.

At Atcliers AS., water consumption declined by
17% in 2003, reflecung the efficiency of the new
frame and blade washing machinery, an enhanced
maintenance protocel on the older equipment and
a comprehensive effort ro trace and repair leaks.
Water consumptian at SIEGL decreased by 15%
beeween 2004 and 2005, banging the total reduc-
tion over the past five years to 65%. The pump-
ing process was enhanced {retention, a new dnll
puinp, warning levels, daily readings on the depth
of the water table). The installation of a more
powerful drill pump and a 150 m3 water storage
tank enabled the company to stop pumping river
water, And because faster maintenance can now be
provided, any eventual pump breakdown would

not result in production decrease. River water will

therefore only be pumped as an emergency back-

up measure.

* Energy

Overall encrgy consumption was down by
700 MHw. This is a commendable performance,
in the light of the addition of the Gandit site and

the increase in production in 2005.

* Pollutant releases

SIEGL reduced the chemical oxygen demand
{COD) in its wastewarer by 42% in 2005. Addi-
tional vacuum ink removers were purchased after
demonstrating their effectiveness in the printing
frame cleaning process at SIEGL and Atchiers AS.,
which earned these companies the Ecolor pro-
gramme prize for clean, energy-efficient tech-
nologies in 2002. Systematic measures were set
up to recover waste products from stripping and
sizing baths. More accurate monitoring was intro-
duced for wastewater quality in the SIEGL lagoon.
And personnel involvement in ecological working
practice was stimulated company-wide. Oprtimi-
sation efforts continue. An appraisal of the water
treatment system was initiated in 2005, including
tests of water-recycling techniques using ultra-
filrration and reverse osmosis,

The vacuun ink remover at Ateliers A.S. was
equipped with a more powerful suction nozzle,
enabling it to operate more efficiendy. The com-
pany has completed the installadon of a homogeni-
sation tank, which lowers the temperature of the
wastewater and neutralises the pH level. The tank
has two hydro-cjectors, which help to improve
COD levels.

* Waste
The amount of ordinary industrial waste (OI'W)

increased in 2005, mainly because Sport-Soie
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disposed of old preduct inventories over the year.
At most sites, waste is sorted internally and the
recycling rate ranges from 55% wo 88%.

The ink waste reduction programine at Ateliers
A.S. cut waste production by 45 tonnes in 2005,
generating savings of 80,000 curos.

Accidental pollution prevention was strengthened
through routine removal of hazardous induserial
waste, and the retention tank installation pro-
gramme was completed at all sites in 2005.

The Bucol site in Lyon was transferred 10 Pierre-
Bénite in November 2005. The facility immedi-
ately began sorting office paper, boxes, plastics,
fabrics and laser cartnidges, and the statf received
appropriate training.

An unloading platform was built in Bucol-Bus-
siéres towards year end. The platform is laid out to
store euro-containers and 1s bordered by an aurac-
tive hedpe.

Inspections of the main waste treatment factlities

at the various sites began at the end of 2005.

* Acquisition of a new site

On 23 December 2004, Holding Textile Hermes
acquired Gandit, a photoengraving specialist based
in Bourgoin-Jallieu {Isére} Once the acquisition
was completed, a comprehensive environmental
audit was carried our, including water, land and air
quality analyses.

Waste was removed, along with superfluous prod-
ucts and machinery. Fuel cil tanks were drained
and natural gas hook-ups were installed. The sewer
system was overhauled to separate rain water from
wastewater.

Waste sornng capabilities were put into place and
the suff received training on environmental and
security tmatters.

A campaign was launched to measure air pollutants

to cnsure that gas emissions met regulatory

requirements. Sound levels were also evaluated,
following which certain machines were modified
and operators were instructed to wear noise-

reduction headphones.

* Landscape

When work was conducted on the Ateliers A.S.
parking area in 2004 and 2005, mulberry trees
were planted, providing a natural fit with the
existing flora. The trees are also a hint to our silk

business.

* Communications

Personnel training in envirommnental issues con-
dnued ac all facilities, through site visits, meetings
to naise stafl awareness {mainly with Works Coun-
cil members), an ongoing poster campaign and
appropriate signposting. Special waste-related
posters were placed at the various sites at the end
of the year, outlining the rules by which waste
must be sorted.

Ateliers AS. and SIEGL hold regular meetings
with all parties concerned, including the regional
department of the environment, the water quality
agency, local government, and the fishing federa-
tion, in an atmosphere of matual truse.

The regional department of the enviconment
inspected the SIEGL site in June 2005 as part of its
nation-wide programme. The facility was found o
meet all regulatory requirements.

In early January 2006, SIEGL was awarded first
prize by the Chamber of Commerce and Industry
of the Nord-Isére region, for the most innovative

environmental policy in 2005.
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LEATHER HO005

All rwelve sites of the Leather Goods division con-
duct their environmental policies based on a pro-
gramune set out at the beginning of each year with

the Sector Environmental Officer.

* Figures

2002 2003 2004 2005
Waler (m% 29,370 30681 32933 34,785
Electricity (MWh) 4,408 4,750 5,684 8,459
Gas (MWh) 3,222 34127 4403 B675
Fuel oil (MWh) n/a n/a nva 1360
OMW (t) na n/a 319 544
HIwW (1) na na 18 5
Activity level”
(2002 = base 100} 100 108 114 123

* Hours of production.
n/a: not avalable.

The buildings inaugurated at the end of 2004 were
placed in service in 2003 at the Manufacture de
Pierre-Bénite, Maroquinerie des Ardennes and
Manufacture de Sayat facilities. A leather storage
and cuwing facilicy was opened at the Pierre-Bénite

site 1n Seprember 2003,

* Water

Water consumption, which is almost encirely
related to washroom use, remained low and pro-
portional to changes in staffing. The Pantin facil-
iry stopped using water-intensive cooling systems,
which saved 6,000 m? of water.

* Energy
Energy consumption rese in 2005 due to the con-
siderable expansion of our manufacturing facilities,

paving the way for gradual staff increases.

* Waste

Stattf training on waste sorting continued, and the

requisite resoucces were purchased. In Pantin, for
example, the HIW storage area was covered and
a retentton barrier was erecred.

New buildings incorporated the necessary infra-
structures from inception.

Following a series of studies, we were able to sub-
stitute water-based adhesives for a higher propor-
tion of solvent-based glues. Efforts to secure a
second supplier of water-based adhesives are in
the final stages, and tests are planned for the first
quarter of 2006.

A study of the dyes used to stain our bags was
launched in early 2005. Once the results are in,
more environmentally-friendly dyes will be put

into use in 2006,

TAMMIMG

» Figures

2002 2003 2004 2005
Water {m?) 71,160 66,170 49,158 41,483
Electricity (MWHh) 393 434 473 551
Gas (awhy 1,602 1,542 1573 1,558
Fuel oil {(MWH) n/a 270 288 270
O (t) 125 s 120 92
HIW (1) 3 60 174 a3
Activity levef®
{2002 = base 100) 100 80 99 108
* Units 1anned.

n/a: not available.

* Water

Water consumption was reduced by 16% over the
course of 2005 following the installation of 2 water
treatment plant (in mid-2003), which required the
facility to restnict its use of process water to avoid
exceeding daily treatment capacity, and a new-
generation tanning drum {in July 2005), which

decreased the amount of water used in tanning
baths by 30%.
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» Energy

Several steps were taken in the last quarter of 2005
to make the tinning process more environmentatly
friendly, and the full ¢ffects of these measures will
feed through in 2006.

The oil-fired air heater used to dry hides was
replaced by a gas heat exchanger that can be
modulated, and several buildings were more thor-
oughly insulated, mainly by installing double-

glazed windows.

s Wasle

The amount of HIW was unusually high in 2004
because of two one-time operations: sludge was
removed from the water reatment plant by a spe-
cialist firm, and the old setthing tank was cleaned.
The 2005 figure represents the standard amount of

waste production by the water treatment plant

PERFURIES

During 2005, the Le Vaudreuil site focused its
environmental investment on energy and waste
management systems,

The invesunent totalled 363,000 euros.

* Figures

2002 2003 2004 2005
Water () 7,000 8489 6858 9964
Electricity (MWh) 836 895 951 1,051
Gas {Mwhj} 2,458 2530 2,340 2,258
Fuet oil (Mwh) n/a 0.8 08 08
OwW (1) 341 428 336 363
HIW (1) 84 66 105 31
Activity level”
(2003 = base 100} na 100 91 116
* Volumne of perfume produced.

n/a: not avalable.

» Water

Water consumption was driven up by two factors:
the water tank that supplies the fire protection
system was reconditioned and had to be refilled,
and there was a substantial leak in the site’s water
pipes.

Wastewater vacuum pumps were replaced at the
end of the year by individual electric vacuum
pumps installed on each machine, which are
expected to lower water usage significandy
1n 2006.

* Energy

The 11% mise in electricity consumption was due to
the increase in production and to the installaton of
an air conditioning system atr our packaging and
production facilities.

A new temperature regulation system installed in
the workshops late in the year cut gas consumption
by 3.5% in 2005. The full impact of this system will
tlow through in 2006.

* Waste

The increase in OIW is proportional to the rise in
the sector’s production.

The sharp fall-off in HIW reflects our 2004 cam-
paign to destroy obsolete preducts and our aggres-
sive drive to reduce inventories during 2005.
Major eftforts were undertaken in 2005 to change
the packing crates for our finished products. The
new, single-material crates are fully recyclable.
The old erates used thermoretractable film rhat
was glued to che interior wall, making them
impossible to recycle. In addition, the machines
that produced the crates and retracted the film,
which were heavy consumers of energy, were
taken out of service. The new cardboard crates are
more optimally sized, which means they take up

less space in storage areas and during transport.
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The full impact will feed through o transport costs

{(and hence transport volumes) in 2006.

» Poliutant releases

As part of our accidental pollution prevention
programme, work fully to secure the alcohol area
was completed in 2005. The storage system for
finished product inventories was also modified.
Products are no longer stored on 9.5 metre racks
but rather on small, ground-level trolleys, which
has improved tire safery in the storage facilicy and
reduced the risk of pollution by water used to

extinguish fires.

* Communications

Employee awareness of environmentat matters is
promoted by conducting regular educational sem-
inars on waste sorting carned out direcdy on the
packaging lines, and by posting instructional signs.
A waste agreement was signed with the Seine-

Eure local authority in 2004,

CRYSTAL

During 2005, Les Cristalleries de Saint-Louis ded-
icated the bulk of their environmental protection
investments to reducing water consumption, sep-
arating the warer conduits, and tmproving air qual-
ity in the curting shop.

The total cost of these improvements came to
468,000 curos.

* Figures

2002 2003 2004 2005
Water (m?) 51,000 49,000 40358 18548
Electricity (MWh} 6,808 6982 6818 7,510
Gas (MWh) 33,306 36,387 32992 33337
O {1} 159 166 162 148
HIW (1) 856 1,126 761 1,084
Of which
recycled/rectaimed {t} 645 944 508 767
Activity level®
{2002 = base 100) 100 105 97 18

* Tonnes of mefted crystal.

* Water

The recycling system on the crystal melt cooling
civcuir, installed in the latter part of 2004, proved
its effectiveness in 2005 by slashing the facility’s
water consumption in half (or by some 20,000 m’).
Anocther system coupled with an exchanger uses
the principle of energy recovery to regulate the
temperature of the “gamins”, a mechanical system
used during the heat moulding ot shaped pieces.
The water conduit separation programme initiated
in 2001 was concluded in 2005, with support from
the water qualiry agency.

A rainwater collection system serving the north-
em portion of the site was completed in 2003,
Rainwater, surface water, sanitation wastewater
and waste process water are now handled sepa-
rately within the buildings, following the com-
pletion of additional work during 2004 and 2005.
Water from the chemical etching and polishing
processes is ncutralised with lime and filtered
befare it is released into the environment. Sludge
is removed to an approved discharge site. Pro-
cessing of ammonia-rich water from the rinsing
stage of the chemical etching process, which has
the greatest environmental impact, is outsourced
to a specialist. Other wastewater used in the man-

ufacturing process is clarified or centrifuged. Two
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new pre-settling tanks were installed ac the outlers
from the cutting and cracking-off shops in 2004.
To complete this work, a prototype settling tank
was built in 2005 with the aim of eventually retain-
ing 80% of the suspended matter contained in
the wastewater produced by the manufacturing

process.

* Pollutant releases

Renovation of the cutting shop, which began in
2003, was completed in 2005. Extraction equip-
ment was installed at 46 work stations and the facil-
ity was equipped with a dust remover. An air
renewal system was set up in the finishing area.
Gases released by the tank furnace are fileered. Gas
emissions from raw materials in silos, and from
composition, polishing and chemicat etching are
similarly treated. All filtering operations are
inspected once a year by an external organisation,
Atmospheric emissions comply with applicable

regulations.

* Waste
Seaff training on waste sorting, launched in 2004

in the finished produce packaging area, was con-
tinued in 2005.

PORCELAIN
« Figures

2002 2003 2004 2005
Walter (m?) 1,200 1,400 2570 1.280
Electricity {(MWh) 721 780 706 732
Gas (Mwh) 0 157 380 487
Fuel oil (MWh} na a a 56
OW (1) n/a n/a 227 737
HIW (1) wa rva 0.4 na
Activity fevel”
(2004 = base 100) nfa na 100 112

* Number of finished products produced.
rfa; not avatahie.

The main activity at the Nontron site 1s the dec-
oration of plain parcelain, «

Business increased by 12% in 2005,

* Water
The high water consumpton in 2004 revealed a
leak under the concrete slab in the workshop.

R.epairs were made in early 2005.

* Energy

The nise of 3.6% in electricity consumption and of
28% in gas consumption retlected the increase in
activiry.

Gas is used for heating purposes exclusively.

SILVERSMITHING AND JEWELLERY

* Figures

2002 2003 2004 2005
Water (m%) 2,607 547 632 706
Electricity (MWh) 133 131 180 179
Gas (Mwh) 14.4 16 18.6 17.4
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* Energy

Puiforcat’s energy conswinption in 2005 was very
close o the 2004 level, and proportional to its
acuviry.

Water consumption had been unusually high in
2002 because of a leak in the system, which was

repatred at the end of that year,

* Pollutant releases

Two major changes were made in the wreatment of
water used for elecuroplating baths in order to
improve the quality of the liquids.

In March 2005, a closed-circuit resin-based recycling
system for clectroplating baths was instailed in the
prototype department. And in July 2003, an outside
specialist regenerated the Bltradon resins of the elec-
troplating bath and recycled the used bath liquids at
the Puiforcat workshops.

Since 2003, the chemicals have been stored in spe-
cial cabinets and the baths are now installed on

retention tanks,

WATCHES

The tactory at Biel was builtin 1999 and complies
with Switzerland's stringent environmental stan-

dards at the community, canton and federal levels.

* Figures

2002 2003 2004 2005
Water (m®) 1,100 800 1,700 602
Electricity (MWh) 21 253 271 301
Unreclaimed QI (t) B 6 6 6
Reclamed QW (m) 50 50 50 55
HIW (kg) n/a va na 15
Activity level®
(2003 = base 100} n/a 100 98 102
* Number of finished products produced.
n/a: not available.

* Water
A water leak caused by a flaw in the heating sys-

tem was repaired in September 2004.

» Waste

An aggressive campaign was initiated in 2004 to
reclanm ordinary industrial waste (OIW), ponmar-
ily paper and cardboard items.

Non-reclaimed waste refers to houschold waste,
The 15 kilograms of hazardous industrial waste
(HIW) corresponds 10 used battenes that are col-

lected and dispatched to a specialised treatment

facilicy.
FOOTWEAR .
» Figures

2002 2003 2004 2005
Water {m% na na 500 742
Elactricity (MWh) 215 258 231 234
Gas (MWh) na na 175 255

wva: not avallable.

Selective waste sorting was intraduced in 2004,
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Human Resources

WORKEFORCGE AT 31 DECE

BER 2005

No. of employees

France

Europe {excluding France)
Arnericas

Asia/Pacific

Japan

Total

3.8
607
443
551
668

6,150

The Group had a total of 6,150 permanent active

paid employees at 31 December 2005.

BREAKDOWN QF WORKE QRCE

Y REGIOHN

Japan 11%

France 83%

BREAKDOWN OF WORKFORCE

By JOB CATEGORY

BREAKDOWN OF WORKFORCE
BY GENDER anND
EALNACGETS {?l"L ?1:\.]1!*0

SR RINT SRR kA I

D

WK TIVE CRGANISATION

Hermés relies on temporary employees o fill 1n
during seasonal events such as fashion shows, sales
and holidays, or to replace permanent employees
(the absenteeism rate is 5%). During 2005, 519 full-
time equivalent employees (8% of the workforce)
were hired either under fixed-term contracts or as
temiporarics by the Group's 60 companies.

In Japan, where working overtime is a local prac-
tce, overtime hours amounted to 45 {nll-time
equivalents for the year, or nearly 7% of additonal
stafl. For the rest of the Group, overtime accounts
for 2% of the towal permanent workforce.
Hermés complies with worktime laws in every
country where it operates, with workweeks rang-
ing from 35 hours in France to 44 hours in
Malaysia. tc makes fairly extensive use of part-time
employees (8% of the total) for organisational rea-
sons, such as staffing stores that are open seven days
1 weck, covering extended hours of operation,
and meeting employees” needs to maintain a bal-

ance between their carcer and their private life.
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REFAURERATION

The Group's aggregate payroll amounts 1o 220
million euros, plus 72 million curos for payroll
taxes and employer contributions, 17 million curos
for incentive schemes and profit-sharing and nearly
one million euros for employee support activities.
The rise in payroll costs (adjusted for the currency
impacr) refleces increases in both headcount and
salaries. Hermés’ commitment to reward employee
performance and dedication at both the collective
and individual levels is evidenced by the growth
in variable compensation.

Salaries are determined primanly by local job mar-
ket factors. The Group's remuneration policy aims
to ofter competitive compensation packages while
steiving to ensure that employees reccive equal
pay for equal work, and especially to achieve gen-

der equality.

INCENTIVE SOTHEMES
AND PROAT-SHARING

{in thousands

of euros) 2001 2002 2003 2004 2005
Incentive

schemes 5285 5,534 5716 5,486 6,083
Profit-sharing 9,519 10,171 10,271 10,459 11,039

EMPLOYEE SUPPORT ACTIVITIES

Total paid to Works Councils for employee sup-
port activities:

(in thgusands of euros) 2004 2005

Employee support activities 800 Ba1

LABOUR/MAAAMAGEMENT RELATIONS
AND COLLECTIVE AGREEMENTS

Collective agreements signed in 2005

Agreements on employee incentive schemes 9
Profit-sharing agreements 2
Wage agreements 5
Agreements on transport allowances 1

Agreements an night work 1

ERMPLOYRMENT S DISABLED
WORKERS

2004 2005
Disabled workers 61 76

These figures only cover France.
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COMPOSITION AN CPERATION
OF THE CORPORATE S0DIES

The composition of the corporate bodies and an
overview of their operation is provided in Vol-
ume | of the Annual Report, on pages 12 to 15.
We hereby notify that pursuant 10 a decision dated
14 February 2006, the active partners duly noted
that Mr Jean-Louis Dumas had tendered his res-
ignation as Executive Chairman of Hermés Inter-
national, effective as of 31 March 2006,
Furthermore, the active partners duly noted that
pussuant to Article 14-4 of the Artcles of Assoct-
ation, as of the effective date of his resignation as
Executive Chairman, Mr Jean-Louis Dumas
would auromatically cease to be an acuve partner
of Hermes [nternational.

Lastly, after polling the Supervisory Board mem-
bers, who vorted in favour of this decision, the
active partners resolved to appoint Emile Hermés
SARL as Co-Executive Chairman of Hermes
International effective as of 1 April 2006. Emile
Hennés SARL co-manages the Group alongside
Mr Patrick Thomas.

INFORMATION DM CORPORATE
EXECUTIVE OFFICEZRS AND
SUPERVISORY BOARD MEMBERS

The Executive Chairmen, active partners and
Supervisory Board members are domiciled at the

Company's registered office.
Executive Chairmen

Mr Jean-Louis Dumas, 68, a direct descendant of
Mr Emile Hermés, joined Hermés in 1964, He
was appointed Managing Director in 1971 and
Chairman of the Hermés Group in 1978, He
served as the Company's Executive Chairman and

as an active partner from 1 January 1995 until

resigning from his office effective as of 31 March
2006.

Mr Dumas is the beneficial owner of 1,685,800
Hermés Intemational shares and has full legal title
to 17,730 shares,

Mr Durmas also serves as Executive Chairman of
Emile Hermés and is an active partner in that

company.

Mr Patrick Thomas. 59, is not related to the Her-
meés family. He was appointed Managing Director
of Hermés International in 1989 and served in
that capacity until 1997. He was Chairman of the
Lancaster Group from 1997 undl 2000 and Chair-
man and Chief Executive Officer of William Grant
& Sons of the UK from 2000 uncil 2003, He
rejoined the Hermés Group on 15 July 2003 as
Managing Director of Hermés International and
was appointed Executive Chairman on 15 Sep-
temnber 2004,

Mr Thomas holds full legal dite to 1,501 Hermés
International shares.

His term of office as Executive Chairman is

unlimited.

Emile Hermés SARL {see section on active part-

ners below).
Active partners

Mr Jean-Louis Dumas (see section on Executive

Chairmen above).

Emile Hermeés SARL is a société d responsabilité lim-
itée 4 capiral variable (limited company with variable
capital). Its partners are the direct descendants of’
Mr Emile-Maurice Hermés and his wife. The
Company's Executive Chairman is Jean-Louis
Dumias, a grandson of Emile Hermaés. The Com-
pany is governed by a Management Board. Emile
Henmés SARL's primary corporate purpose is (o
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serve as an active partner of Hermes International.
Emite Hermés SARL has been an active partner of
Hermés International since 27 December 1990. It
was appointed Co-Executive Chairman on that
date and held thac office until 31 December 1994,
Emile Hermés SARL was again appointed Co-
Executive Chairman of Hermés International on
1 Apnl 2006.

Emile Hermés SARL holds full legat title 1o
25,000 Hermés International shares.

It does not now hold nor has it in the past held any

offices in any other company.
Supervisory Board

My Jérdme Guerrand, 61, a direct descendant of
Mr Emile Hermes, has served as Chairman of the
Supervisory Board since 27 December 1990,

He is the beneficial owner of 521,910 Hermés
International shares, holds full legal tide to 98,524
shares and is the bare owner of 1,200,000 shares.
His term of office as Member of the Supervisory
Board will expire at the end of the Annual Gen-
eral Meeting convened to apprové the financial

statements for 2007.

Mr Maurice de Kervénoaél, 69, is not related to the
Hermés family. He has been a Member of the
Supervisory Board since 3 June 2003 and previ-
ously held that office from 1995 unal 2001. He
was appointed Vice-Chairman of the Supervisory
Board on 2 June 2005. Mr de Kervénoaél is also
Chairman of the Audit Committee.

He is currendy the Executive Manager of MDK
Consulting.

Mr de Kervénoaél holds full legal tide to 101 Her-
més International shares.

His term of office as Member of the Supervisory
Board will expire at the end of the Annual Gen-
eral Meeting convened to approve the financial
statements for 2007.

Mr Emest-Antoine Seifliére, 68, is not related to the
Hermés family. He has been Vice-Chairman of the
Supervisory Board since 2 June 2005 and 2 Mem-
ber of the Supervisory Board since 31 May 1995. He
is also Chainnan of the Remuneration Committee.
Mr Seilliére has served as Chairman of the Supervi-
sory Board of Wendel Investissement since 31 May
2003 and as Chairman of the Board of Directors and
Managing Director of that company before it was
converted to its current corporate form.

He holds full legal title to 10 Hermés Interna-
tonal shares.

His term of office as Member of the Supervisory
Board will expire at the end of the Annual Gen-
eral Meeting convened to approve the financial

statements for 2007,

Mr Frédéric Dumas, 60, is a direct descendant of
Mr Emile Hermeés, He has served as a Member of
the Supervisory Board since 2 June 2005. He 15 a
commercial photographer.

He holds full legal dde to 10 Hermés Interna-
tonal shares.

His term of office as Member of the Supervisory
Board will expire at the end of the Annual Gen-
eral Meeting convened to approve the financial

statements for 2007.

M;s fulie Guerrand, 31, is a direcr descendant of
Mr Emile Hermés. She has been a Member of the
Supervisory Board since 2 June 2005. She also sits
on the Audit Commurtee.

From 1998 until 2004, Miss Guerrand served first
as Executive Assistant, then Authorised Repre-
sentative and later Assistant Director of che Finan-
cial Affairs Department (mergers and acquisitions
counsel) at the Rothschild & Cie investment bank.
Miss Guerrand is curreatly Deputy Ditector of
the Financial Attairs Department {mergers and
acquisitions counsel) at Rothschild & Cie.

She holds full legal cide 1o 4,575 Hennés Intema-
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tional shares and is the bare owner 0f 174,170 shares.
Her term of oftice as Member of the Supervisory
Board will expire at the end of the Annual Gen-
eral Mecting convened to approve the hnancial

statemnents for 2007.

Mrs Agnés Harth, 61, is a direct descendant of
Mr £mile Hermés. She has been a Member of the
Supervisory Board since 2 June 2005,

She has served as Director of Design and Her-
itage, Puiforcat/Compagnie des Arts de {a Table
since 1996.

Mrs Harth is the beneficial owner of 80,000 Her-
més [ntermational shares and holds full legal tide o
1,233,927 shares,

Her term of office as Member of the Supervisory
Board will expire at the end of the Annual Gen-
eral Meeting convened to approve the financial

statements for 2007.

Mr Renaud Momméja, 44, is a direct descendant of
Mr Emile Hermés. He has been a Member of the
Supervisory Board since 2 June 2005.

He served as Advertising Director at BMW France
from 2600 undl 2001, as Marketing Direcror at
Carat Local Agence Consetl Media from 2001
untl 2003, and as Director of Carat Sud-Quest
from 2003 uncl 2004,

Mr Momimnéja is Associate Director of Marand
Momméja Associés Marketing Consultants.

He helds full legal ade wo 40,345 Hermeés Intee-
national shares and is the beneficial owner of
121,870 shares.

His term of office as Member of the Supervisory
Board will expire at the end of the Annual Gen-
eral Meeting convened to approve the financial
statements for 2007.

Mr Jean-Claude Rouzaud, 64, is not related to the
Hermés family. He has been a Member of the
Supervisory Board since 2 June 2005,

He 15 currentdy Chairman of the Management
Commiuee of T. Roederer et Cie, the holding
company for the Champagnes Louis Roederer
group.

He holds full legal title to 10 Hermés Interna-
tional shares.

His term of office as Member of the Supervisory
Board will expire at the ¢nd of the Annual Gen-
eral Meeting convened to approve the financial
starements for 2007.

Mr Eric de Seynes, 46, is a direct descendant of
Mr Emile Hermes. He has been 2 Member of the
Supervisory Board since 2 June 2003. He also sits
on the Audit Commirree.

Until 2001, he served as Sales and Marketing
Director at Yamaha Motor France and as a mem-
ber of Yamaha Motor Europe's Marketing, Dis-
tribution and Product Development Coordination
Commitrees.

He is currently Chairman of Opuon, chairman of
Option Organisation, and Executive Manager of
Editions Signes de Caracréres.

He holds full legal ttle to one Hermés Interna-
tional share.

His term of office as Member of the Supervisory
Board will expire at the end of the Annual Gen-
eral Meeting convened to approve the financial
statements for 2007,

OFFICES AND POSITIONS HELD

BY THE CORPORATE eXECUTIVE
OFFICERS AND SUPERVISGRY BOARD
MEMBERS AT ANY TtME DURING

THE PAST FIVE YEARS

A list of all offices and paositions held by each cor-
porate executive officers and Supervisory Board
members over the past five years is provided in the

annexes to the Management Report (pages 60-68).
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REMUNERATIONS OF CORPORATE
EXECUTIVE OFFICERS AND
SUPERVISCRY BOARD MEMBERS

The Executive Chairmen and the members of the
Supervisory Board are sharcholders and as such,
they received a dividend of 2.00 curos per share
in 2005.

Executive Chairmen

Each Executive Chairman has the nght to receive
certain remuneration under Article 17 of the Aru-
cles of Association, and may also receive addinional
remuneration, the maximum amount of which is
determined by the Ordinary General Meeting with
the unarumous approval of the active partners.

The gross annual remuneration of each Execurive
Chairman under the Articles of Association is
capped at 0.20% of the Company's consolidated
mcome before tax for the previous financial year.
Within the ceilings set forth herein, the Manage-
ment Board of the active partner Emile Hermés
SARL determines the effective amount of the
annual remuneration authorised by the Amicles of
Association payable to each Executive Chairman.
After unanimous approval by the active partners,
the Ordinary General Meeting of 31 May 2001
decided to allocate to each Executive Chairman

gross annual remuneration, in addition to the

remuneration authorised by the Ardcles of Asso-
ciation, up to a maximum of 457,347.05 euros.
This ceiling 15 indexed each year, but can only
be adjusted upwards. Since 1 January 2002, this
amount has been indexed to growth in the Com-
pany's consolidated sales for the previous financial
year at constant exchange rates and on the same
scope of consolidation, by comparison with sales
for the next to last financial year. The Management
Board of Emile Hermés SARL, Active Partner, sets
the effective amount of the annual additional
remuneration payable to the Executive Chairman
within the limuts of the ceiling detined herein.
The Management Board of Emile Hermés SARL
fixed the cffective annual remuneration payable to
the Executive Chairmen as authorised by the Ari-
cles of Association at the maximum amounts indi-
cated above, at its meeting of 20 March 2001 for
Mr Jean-Louis Dumas and at its meeting of 22-
23 March 2005 for Mr Patrick Thomas, This deci-
sion will remain in effect until adoption of 2
decision to the contrary.

The Management Board of Emile Hermés SARL
fixed the effective additonal annual remuneration
payable to the Executive Chairmen at the maxi-
mum amounts indicated above, at its meeting of
20 March 2001 for Mr Jean-Louis Dumas and az
its meeting of 22-23 March 2005 for Mr Patrick
Thoinas. This decision will remain in effect unui

adoption of 1 decision to the contrary.

Gross remunoration Rem. authoesod by Asticles of Association Additional remuneration
2004 2005 2004 2005

Mr Jean-Louls Dumas €678.706 €683,384 €563.354 €630,393
Fixad component €0 €0 €523,077 . €563,354
Vanieble component €678.706 €583,384 €40.277 €67,039
Exceptional component €0 €0 €0 €0

Mr Palrick Thomas® €326,262 € 683,384 €0 €630.353
Fixedf componant €187,350 €0 €0 €563,354
Varigbie cormponent €138912 €683,354 €0 €57,639
Exceptional component €0 €0 €0 €0

* Executive Chainman since 15 September 2004
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Each year, the Remunerauon Committee of the
Supervisory Board of Hermés International is
responsible for ascertaining that compensation paid
1o the Executve Chairmen complies with the pro-
vistons of the Arrticles of Association and the deci-
stons made by the active partners.

In consideration for cheir service as executives of
the Company, in 2004 and 2003, Hermés [nter-
national paid the Executive Chairmen the gross
remuneration shown in the table on page 25.

Mr Patrick Thomas 1s eligible for the top-up pen-
sion scheme for management that was instituted in
1991. Under this scheme, he will receive annual
payments calculated based on years of service and
annual remuneration. The payments amount 10 a
percentage of remuneration for each year of ser-
vice. The maximum payments, including those
received under mandatory and supplemental pen-
sion plans, may not in any event exceed 70% of
annual remuneration. Mr Thomas is also eligible
for the reversion scheme for management.

The total amount booked to provisions for this
purpose is shown in the Notes to the Consolidated
Financial Statements (note 30) on page 111,

The Company has undertaken to pay Mr Parrick
Thomas compensation amounting to 24 months’
remuneration upon completion of his term of

office as Executive Chatrman.
Active partners

Under the terms of Article 26 of the Articles of
Association, the Company pays 0.67% of the dis-
tributable profits to the active partners. The active

partners apportion this sum amongst themselves as

Aclive partner Adocation of profits

2004 2005
Mr Jean-Louis Dumas €56,208.47 €71,544.52
Emile Hermés SARL €1.067.961.01  €1,359,345.80

they see fit. If no agreement can be reached, 93%
of this sum is allocated to Emile Hermés SARL and
the remaining 5% is allocared to Jezn-Louis 1Jumas,
As Emile Hermés SARL has been the only active
partner since 31 March 2006, this allocation
became irtelevant on 1 Aprl 2006, At the Com-
bined General Meeting of 6 June 2006, the share-
holders will be asked to approve deletion of the
relevant section in the Company' Articles of Asso-

ciation referring to this apportionment.
Supervisory Board

Members of the Supervisory Board receive no
remuneration for serving in this capacity, They
may, however, receive Directors’ fees as described

below,
Audit Committee and Remuneration Commiitee

The members of the Audit Committee and
Remuneration Committee received the following
amounts in consideration for their service on these

cominiktees.

Audit Committes member Remunaration
2004 2005
Mr Maurica de Kenénoadl - €10.000
Ms Jutie Guorrand - €5,000
Mr Charles-Eric Bauar - €5,000
Mr Eric do Seynes - €5.000
Remuneration Commitiee Remuneration
mamber 2004 2005
Mr Ernest-Antoine Seilliore - €10,000
Mr Bertrand Puech - €5,000
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GIRECTORS’ FEES

The Supervisory Board appertions the total direc-

tors’ fees approved by the Annual Generat

Meeting,
Date of AGM 8 June 2004 2 June 2005
Fees aflocated
by tha Board in 2004 in 2005
Mr Jérdme Guerrand €18,000 €30,000
Mr Maurice de Kervénoas! €6,300 €10,000
Mr Emast-Antoine Seiliére €6,300 €10,000
Mr Fridéric Dumas - €10,000
Ms Julie Guenand - €10.000
Mrs Agnés Harth - €0
Mr Eric de Seynes - €10,000
Mr Renaud Momméja - €10,000
Mr Jean-Claude Rouzaud - €10,000
Mr Thiemy Dumnas €5,300 €10,000
Mrs Isaling Momméia €6,300 €10,000
Mr André Lacour €6,300 €10,000
Total allocated €49,500 €130,000

The rule of apportionment stipulates that those
Supervisory Board members who are employees of
a Hermeés Group company are not entitled o0
receive Directors’ fees. In 2003, this rule applied
only to Mrs Agnés Harth.

REMUNERATION OF CORPORATE
EXECUTIVE OFFICERS AND
SUPERVISCRY BOARD LIEMBERS
M CONTROLLED COIAPAMIES

Certain corporate officers and directors are bound
by employment agreements to certain subsidiaries
of the Company and receive salaries in consider-
ation for the performance of their duties within
these subsidianies.

None of these officers 1s ehgible for compensation
under those subsidianies’ incentive schemes and
profit-sharing plans.

Other corporate executive ofhicers and Supervisory
Board members hold offices in certain subsidiaries
of the Company and received Directors’ fees for
their service. The remuneration paid to the rele-
vant corporate executive officers and Supervisory
Board members is shown in the table below.
Hermes Sellier granted Mr Jean-Louis Dumas the
use of a cotnpany car. The value of this benefir in
kind amounted to 2,716 euros in 2005.

Mr Jean-Louis Dumas is eligible for the top-up
pension scheme for management that was inst-
tuted in 1991. Under this scheme, he will receive
annual payments calculated on years of service and
annual remuneration. The payments amount to a
percentage of remuneration for each year of ser-

vice. The maximum payments, including those

Amount paid Gross salary Diroctor's
by controllad companies and benefits in kind fegs

2004 2005 2004 2005
Mr Jean-Louis Dumas €600,182 €844,774 - -
Mr Jérdma Guerrand - - €16,025 €20,000
Mr Maurice de Kervénoaét - - €19,850 €30,000
Mrs Agnés Harth - €34,392 - -
Mr Frédéric Dumas - - - €10,000
Mr Renaud Momméja - - - €10,000
Mr £ric do Seynes - - - €10,000
Mr Andrd Lacour - - €9,150 -
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received under mandatory and supplemental
pension plans, may not in any event exceed 70%
of annual remuneration. Mr Dumas is also eligible
for the reversion scheme for manageinent.

Lump-sum retirement benefits are determined by
the applicable collective bargaining agreements.
For Mr Jean-Louis Dumas, these benefits amount

to four lllOllthS' remuneration.

STOGK OPTIONS ALLOTTED TO
AMD/OR EXERCISED BY CORPORATE
EXECUTIVE OFFICERS AND

LR W
SUPERVISORY BUOARD MEMBERS

Na stock options were allotced ro corporate exec-
utive officers and Supervisory Board members dur-
ing 2005, nor were any such options exercised by

corporate officers and directars.

TRADING IN HERMES INTERNATIONAL
SHARES HELD BY CORFOHATE
EXeCUNTVE ("'H- ERSL EXECURVE
MANAGERS AN SUPERVISORY
BOARD MEMDER:S

The corporate and executve officers and directors
did not report any trading in Hermés International
shares to the Company in 2005.

As of 31 December 2005, the corporate executive
officers, executive managers and Supervisory
Board members” interests in the Company’s share
capital, as reported to the Company, amounted to

the following:

Ownership interest of Ordinary General Moeting Extraordinary General Meeting

the corporate executive officers, Nomber Number of Number Nurnber of

exacutive managers and o shares % voting fights % of shares % voting rights %
Supervisory Board members

Exscitive Chairmen

N Jean-Lauis Dumas 1.703.530 469% 3405060 6.06% 17,730 Q.05% 35,460 0.06%
Mr Patrick Thomas 1,501 0.00% 1,501 0.00% 1.501 0.00% 1,501 0.00%
Supervisory Board members

Mr Frédéric Dumas 10 0.00% 10 0.00% 10 0.00% 10 0.00%
Mr Jérdime Guerrand 620,434 1.71% 1218568 217%  1,298524 3.57% 2,575048 4.58%
Ms Jufie Goerrand 4,575 0.01% 9073 0.02% 178,745 0.49% 357,415 0.63%
Mrs Agnés Harth 1,313.927 3.62% 2594307 4.62% 1,233927 3.40% 2,434,307 4.33%
Mr Maurice de Kervénoadl 101 0.00% 102 0.00% 101 0.00% 102 0.00%
Mr Renaud Momméta 40,345 0.11% 78,795 0.14% 162,215 0.45% 322,535 0.57%
Mr Jean-Claude Rouzaud 10 0.00% 10 0.00% 10 0.00% 10 0.00%
Mr Emest-Anloine Seiliére 10 0.00% 20 0.00% 10 0.00% 20 0.00%
Mr Eric de Seynes 1 000% 0.00% 1 000% 1 000%
Execitive Committee (not includ-

ing the Executive Chairmen}

Mr Chiistian Blanckaert - - - - - - - -
Mrs Mireilo Maury - - - - - - - -
A Guillaume da Seynes 10 0.00% 10 0.00% 10 0.00% 10 0.00%
Mr Pigmre-Alexis Dumas 38,000 0.10% 38,000 0.07% 840,900 231% 1,681,800 2.99%
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STATEMENTS BY CORPORATE
EXECUTIVE OFFICERS AND
SUPERVISCRY BOARD MEMBERS

According to the statements made by the cotpo-
rate officers and directors:

— no corporate executive officer and Supervisory
Board member has been convicted of fraud within
the last five years;

— no corporate executive officer and Supervisory
Board member has been involved in any bank-
ruptcy, sequestration or liquidation within the last
five years in his or her capacity as a member of an
administrative, management or supervisory body or
a5 2 senior executive;

— no corporite executive officer and Supervisory
Board member had been barred by a court from
acting as 2 member of an administrative, manage-
ment or supervisory body of a listed company or
from participating in the management or in con-
ducting the business of a listed company over the

past five years; and

~ no corporate officer or director has been the
subject of any official public accusation or penalry,
issued by the statutory oc regulatory authorities
(including designated professional bodies).

CONFUICTS OF INTEREST

The Company did not enter into any transaction
other than ordinary transactions conducted on an
arm’s length basis with its corporate executive offi-
cers and Supervisory Board members. Neither did
the Company grant any loans or guarantees to the
corporate executive officers and Supervisory Board
members.

No corporate executive officer and Supervisory
Board member has reported any conflice of inter-
est between the Company's interests and his or her
own personal interests.

No corporate executive officer and Supervisory
Board member is bound to the Company by any
service contract providing that they would receive

benefis,
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Operating Risks

OF MAJOR CLIENTS

The Hermées Group has little exposure to risks
arising from a concentration of customers. It gen-
erates approximarely 70% of its sales through it
network of 136 company-operated stores, which
cater to a base of rerail clients. The balance is split
among the exclusive concessionaires (110 a¢ the
end of 2005), points of sale in department stores,
airport dury-free shops, and sales oudets belong-
ing to retail nerworks specialising in the sale of per-
fumes, watches and tableware.

This distribution system significantly reduces cus-

tomer nsk.

SEASONAL ZXPOEURE

The Hermés Group's business is broken down
evenly over the entire year. [n 2005, approxi-
mately 45% ot sales were generated in the first half
and 55% were generated in the second half, com-
pared with 47% and 53% respecuvely in 2004,
The percentage of sales generated during the
month of December, which has traditionally been
substantial, is also tending to decline owing to the
development of sales outside Europe. Hence, the
exposure of the Group's sales to seasonal business

is falling steadily.

SUPPLY SOURCES
ANLE SUBCONTRACTORS

As the Hermés Group is dedicated to safeguarding
its craftsmanship and know-how, it has always
given priority to manufactuning its products in-
house whenever necessary. The Group makes
approximately two-thirds of all items at its 21 pro-

duction sites (19 in France, one in the United

Kingdom, one in Switzerland). The remaining
products are made by subcontractors, most of
whom are located in Europe. As a result, the Her-
més Group is not dependent on exclusive know-
how or patents belonging to parties outside the
Group.

The Hermes Group's policy is w ensure secure
sources of supply by anticipating its needs and,
whenever possible, by promoting the develop-
ment of lasting relationships with suppliers. Inso-
tar as Hermes has a large number and variety of
suppliers, there 1s no rnsk of significant depen-

dence on any individual supplier.

FARKET ANG COMPETIHTION

The luxury products marcker is worth an esumated
134 billion euros (source: Bain & Co).

Hermés has remained dedicated to skilled crafts-
manship with a focus on extremely high quality.
1t accounts tor a very small part of this mnarket, with
sales accountng for 1% of aggregate estimated sales

in the marker,

INSURANCE

The Hermés Group’s policy in this area is to trans-
fer any exposure thar is Hable to produce a2 mate-

rial impact on profits to the insurance market.

The main insurance programmes cover:

1) Property damage and operadng losses that may
affect our production sites, logistics centres, dis-
tribution centres or administracive offices, in
France and in other countries.

These are “all-risk with exceptions™ policies and
provide ample coverage for our main nsks, includ-

ing theft, fire, water damage and natural causes,
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Operating nisk cover includes a “loss control/engi-
neering” component, with penodic site visits car-
nied out by the insurance companies. The main
sites are inspected once a year, recommendations
are issued and their implementation is monitored
through a formal system.

These policies provide cover up to the amount of
our risk exposure. The upper cover limits per
claim are 110 million euros for our production and
logistics sites, and 91.5 million euros for our dis-
tribution sites.

Our retention level is consistent with our finan-
c1al capacity. Insurance deducubles range from
5,000 curos to 250,000 euros for direct damage
cover and fram 76,000 euros to three days” gross

profit for operating losses.

2) Financial liability for damages to persons, prop-
erty and intangibles caused to third pardes in the
conduct of our business operations or by our
products,

The amount of coverage under these policies takes
inte account the nature of our operations. The
upper cover limit per claim is 18,000,000 euros and

deductbles range from 1,000 euros to 15,000 euros.

Placement and cost

These insurance programmes are placed with lead-
ing insurance companies with ratings of AA to
AAA, via several of the top ten brokers in France.
The aggregate cost of our insurance policies is
approximately 4.5 million euros, or abour 0.32%

of our sales.
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Information on the Share Capital

SHARE CAPITAL

Number
Amount ol shares Par value
ALY Jareary 2005 €56,575.073.16 36,977,172 €1.53
Al 31 Decembaer
2005 €55.590.796.62 36.333.854 €153
Al AGM date €55,488,144.33 36,266,761 €1.53

All shares are fully paid.

APPROXIMATE NUMBER
OF SHAREHOLDERS

Based on the number of registered shares on the
boecks and on information received from Euro-
clear, there were approximately 25,000 share-
holders at 31 December 2005.

VOTENG RIGHTS

As of 28 February 2006, there were 55,847,620
voting rights, as published in the French Official
Gazeute [BALO| dated 13 March 2006,

Since 1 January 2006, the Company has submir-
ted monthly reports on the total number of vot-
ing rights, the amount of the share capital and any
change in these figures since the previous report.
These are published in the BALO.,

Each share gives the holder the right to cast one
vote at general meetings of shareholders, with the
exception of shares held in treasury by the Com-
pany, which have no voting nights.

Ownership of cerain shares is split between a ben-
eficial owner and a legal owner. In accordance
with the Articles of Association, voting rights for
these shares are exercised by the beneficial own-
ers at ordinary general meetings and by the legal
owner at extraordinary general meetings.

A proposal to amend the provisions contzined in
the Articles of Association pertaining to voting
rights will be submined to the Combined General

Meeting of 6 June 2006 (see Presentation of Res-
olutions, page 44).

Moreover, double voting dghts are alletted to:

- any fully-paid registered share that has been duly
recorded on the books in the name of the same
shareholder for a periad of at least four years from
the date of the first General Meeting following the
fourth anniversary of the date when the share was
registered on the books; and

— any registered share allotted for no consideration
to a sharcholder, in the event ot a capital increase
effected by capitalisation of sutns iu the share pre-
miunt, reserve or rewined earnings accounts, in
proportion to any exastng shares which carry dou-
ble voting rights.

Double voting rights are automadically eliminated
under the conditions stipulated by law.

Failure to disclose 2 move above or below certain
awnership thresholds as provided by law or by
the Articles of Association may disqualify the shares
for voting purposes (please refer to Article 11 of the

Articles of Association on page 23Y).

SHARE OWNERSHE? THRESHOLED
DISCLOSURES

During 2005, the Company received notification
that one sharcholder had moved above the statu-
tory share ownership or vating rights threshold.
On 11 May 2005, Fleches, a société civile, maved
above the 5% ownership threshold. It reported
that it owned 1,851,090 shares (5.01% of the total)
and held 3,463,211 votng rights (6.29% of the
total) as of chat dace.

DELEGATIONS QOF AUTHORITY
AND POWERS GRANTED
TO THE EXECUTIVE MANAGEMENT

In accordance with the provisions of Article L 225-

100, paragraph 7 of the Code de Commerce, the
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Delegations of Authority and Powers Granted to the Executive Management

to the Combined General Meeting of 6 June 2006
Issues made by capilaisation of resarves
Capital increase effected by capitalisation of reserves,
camMNGgs Or Share premums

Capital increase effected by capitaksation of resexves,
eamings or share premiums

tssues with pre-omptlive rights

All secunlies gving access 1o share capital

All securities gving access 10 share capital

Issues of shara wanmants during times of pubic
takeover bids

Issugs without pro-emptive rights

All secunties giving access 10 share capital

A securities giving access 10 share capital
1ssues resorved for employees and corporate
oxeculive officors and oxocutive managers
Empioyee rghts issue

Share purchass options

Empioyee nghts issue

Share purchasa options

Ermpioyse rights issue

Share buybach programme
Share buyback

Canceilation of shames repurchased

Share buyback

Cancellation of shares repurchased

Share buyback

Cancedlation of shares repurchased

Borus issues of shares

Issue reserved lor employees and corparale executive
olficers and executive managers

Issue reserved for employees and corporale executive
officers and executive managers

1. Combined celing: €5,600,000.

2. Combined celing: 2% of share capital.

Date of AGM
Rasolution no.

3 June 2003
rinth

2 June 2005
twenly-thed!

3 June 2003
elaventh

2 June 2005

twenty-fourth

6 June 2006
aleverth

3 June 2003
hwelth

2 June 2005
twenty-fifth

3 June 2003

3 June 2003
fifleerth

2 June 2005
twenty-sixth
6 June 2006

ninth

6 June 2006
twelith

8 June 2004

8 June 2004
eightn
2J.ne_2006

2 e 2005

twenly-second

6 June 2006
sixth

6 June 2006

2 June 2005
wenty-seventh
6 June 2006
lanth

Term of authorisation
Expires

26 months
August 2005°
26 months
August 2007

26 months
August 20057
26 months
Avgust 2007
26 months
Augrsst 2008

26 months
August 20053
26 months
Augurst 2007

26 months
August 2005
28 monihs
Avgust 20064

26 months
August 2007
38 morths
August 2009

26 months
August 2008

18 months
December 20057

24 months
Jurg 20067

18 months
Deocember 20064

24 morths
June 20074

18 morths

24 months
June 2008

38 months
August 20084
38 months
August 2009

Characierslics

Nomnal ceding:
€5.638,000
Nominal celing:
€5,600,000"

Caiing: 1% of total number
of shares

Ceng; 0.5% of total number
ol shares but no less
than 184,000 shares?

Cailng: 1% of 1olal number
of shares

Ceiling: 2% of tolal number
of shares but no less
than 725,265 shares?

Ceiling: 1% of total number
of shares

Minimum sefing price: € 100
Ceiling: 10% of share capital

Cailing: 10% of share capital
Max, purchase price: €240
Madmum amoundt
of lunds committed: €650
Ceiling: 10% of share capital

Ceiting: 10% of share capital
Max, purchasa price: €360
Maximum amount
of hnds committed: €700
Ceiling: 10%
of share capital

Ceding: 2%
of share capital?

Cailing: 2%
ol shars capital?

3. Unused portion of authorisation cancelled; authorsation superseded by the authorisation granied by the Combined General Meeting of 2 June 2005.
4. Unused portion ol authorisation cancelled; authorisalion superseded by the authorisaton granied by the Combined General Meeting of 6 June 2006
1 2005, the Executive Managemen! oid nal make use of s authensatons to increass the share capital.

, :
R

None

Nooe

See table

on pagae 37

None

Maone

See reporl

on page 48

See repor

00 pags 48

See report

on page 48

See reporl

on page 48
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Information on the Share Capital

Ownership of Share Capital

BAS 5DH
{flormerty SC GESCOY

Fondaton JOHN BOST
SC FALAISES

SAS POLLUX ET CONSORTS
{fomendy SC LOURIC)

SC AXAM
Mr and Mrs Jean-tous DUMAS
SC FLECHES

Total held by shareholders
each holding more than 5% of
the share capital or voting rights
Shares held in treasury

Iy Herrnés intonational

Cxrher shareholders

Total number of shares making up
the share capital

SAS SDH
ftormexty SC GESCOY

SC FALAISES

SAS POLLUX ET CONSOATS
flormerdy SC LOURIC)

SC AXAM
SC FLECHES
Mrs Odile PUECH 1

Total haid by sharpholders
sach holding morn than 5% of
the share capital or voting rights
Shares held in treasury

by Hermés Iternational

Other shareholdors

Tolad number of shares malking up
the share capital

Al 31 December 2005

of shares of votes

3,201,560 B.8% 4,858,560 867

1,000,000 275 2,000000 356

1,855,870 5.11 3646420 649

185397% 510 291,735 520

1,853,160 510 3605820 642

703,530 4.69 3405060 606

PE51.000 509 3463211 617

13,319,185 36.65 23,910,806 4257

132523 036 0 -
22,882,136 62.99 32.254.633 57.43

36,333,854 100 56,165,433 100

AL 31 Decermber 2005

Numbes
of shares

Number

* ol votes

%

3.201,560 4868560 867

1,855,870 5.1 3646420 649

1.853.675 500 2.821,735 520

1,853,160 5.10 3,605,820

1,851,000 509 346321

10,615,655 29.21 18,505,746 32.85

132,533 0936 0 -

25,585,666 70.43 17,650,683 67.05

36,233,854 100 58,165,439 100

Ordinary Genecral Meeting

At 31 Decernber 2004

Number
of shares

3,201,520
2,534,171
1,855,870

1,853,975
1,853,160
1,703,520
1,620,056

14,622,282

354,782
22,000,108

36,977,172

Nurnber
of vatas

%

866 4808520 850

685 5.068,342 B85

500 1646420 637

500 291,735 5.0

501 3605820 6.30

461 34065060 595

438 3232177 565

19.54 26,748,074 46.72

0.96 0 -

59.50 30,498,680 53.28

100 57,246,754 100

Extraordinary General Meeting
A% 31 Decermber 2004

Nurmber
of ghares

3.201,520
1,855,870

1.853.975
1,853,160
1,620,056

10,284,581

354,782
26,237.809

36,877,172

Numnber

%
of votes

8.66 4,868,520

502 3646420 637

501 2921735 3510

501 3605820 630

438 2232177 565

3014 18274672 34.33

0.968 0 -
68.90 38,972,082 €5.67

100 57,246,754 100

At 31 December 2003

Number
of voles

Number
of shares

%

3201520 A67 6.400.760 10.56

337650 B8.98 6635300 1085

1855870 502 1646420 6.01

£ 853975 500 2698736 6.0

1,853,160 5.00 3605820 5.9

1,797,530 4.87 13593080 5.93

LA00A21 435 3216242 5M

15,487,856 41.93 30,796,397 50.81

237156 064 \] -

21,203,993 57.43 29814128 4919

36,935,004 100 60,610,525 100

Al 31 Docornber 2003

Number
of shares

Bumber

%
of votes

%
3,201,520 867 6400760 1056

1855870 5.02 3646420 6.02

1,853,975
1,853,160
160021

562 3698735 6.10

502 3605820 585
435 2216242

502 3,705,342

EX]

1,852.671 6.1

12,225,317 3210 24,273,316 40.05

237,155 064 Q -

24,472,532 66.26 36,337,206 39.95
36,935,004

1C0 60,610,525 100
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table on page 33 summarises the delegations of
authority and powers granted to the Executive
Management by the General Meeting to increase
the share capital. The table lists:

— alt authonisations currently in effect;

— any authorisations used dunng 2005;

— niew authorisations submutted 1o the sharehold-

ers at the General Meeting of 6 June 2006.

AN SHAREHOLDERS
A 31 DLECERBER 2005

To the Company’s knowledge, no shareholders
other than those shown above directly or indirectly
hold 5% or more of the share capital or voung
rights.

The ownership interests of corporate execunve
officers, ¢xecutive managers and Supervisory
Board members are listed on page 28.

No matenal change in ownership of the share cap-

ital has taken place over the past three years.

SHARES HELD N TREASURY

The number of shares held in treasury by the
Company in cach year of the period covered by
historical financial information reporting require-

ments is shown in the table on page 34.

visory Board members) represented 0.25% of the
share capimal as at 31 December 2005,

No shares are owned by employees of the Com-
pany or any athiliated entities as part of the com-
pany share savings plan and dedicated company

investment fund.

SHAREHOLDERS AGRELMENTS

To the Company’s knowledge, there are no share-
holders’ agreements other than those covered by

the Dutreil law.

PLEDGING OF SHARES

Duly regstered shares are not encumbered by any

matenial pledges.

CHANGES IN THE SHARE CAPRITAL
OVER THE PAST THREE YEARS

A derailed statement is provided on page 220.

No matenal transaction affecting the share capital
has been effected over the past three years. All
changes in the share capital over the period are due
exclusively to the exercise of stock options or to

the cancellation of treasury shares.

EMPLOYEEZ OWNERSHIP
OF SHARE CAPITAL

Reegistered shares held by employees as defined by
Article L 225-102 of the Code de Commerce

{excluding corporate executive officers and Super-

DIVIDENDS

The time lmit after which endtlement to divi-
dends on Hermes International shares ends is the
time limit laid down by the law in chis respect, ta

wit, five years as from the dividend payment date.
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information on the Share Capital

After the five-year time limit expires, the Com-
pany pays over any unclaimed dividends to the tax
centre to which it reports.

Subject to the investments needed for the Com-
pany's development and the corresponding financ-

ing requirements, the Comipany’s current intention

is to continue the dividend policy it has conducted
over the past several years.

The amount of dividends paid in each of the years
included in the histonical financial informacion s

shown on page 38.

36 MANAGEMENT REPORT



Options to Subscribe and/or to Purchase Shares

The shareholders authorised Executive Management:

=10 grant options 10 subscribe for new shares and/or options to purchase existng shares to cerlain employees and corporate executive officers and
executive managers of Hermés International and of affikated companies, at the Extraordinary General Meeting of 25 May 1998;

-0 grant options to purchase existing shares to certain employees and corporate executive officers and executive managers of Hermés International
and affihated companies, at the Extraordmary General Meeting of 3 June 2003.

The Execuive Management used its powers 1o allocate options 10 subscribe for naw shares and oplions 1o purchase existng shares 10 3.973 employees
and Company managers, as shown in the table betow.

During the year ended 31 December 2005, options were exercised entitling the hoiders to subscribe for 51.525 shares with a par value of 1.53 euros
each, resulting in a capital increasa of 78,833.25 ewos. We tormally noted this increase in our decisions dated 18 July 2005 and 9 January 2006,

As at 31 December 2005, there were 94,940 outstanding options potentially resuiting in the creation of 94,940 new shares, equivalen! 1o a total pas
value of 145,258.20 curos. Al that date, the maxinum potential ditution arising from the atoresaid options amounted to 0.26% of the share caprial of
Hermés International.

No options to purchase shares had been exercised as of 31 December 2005.

Date of Tolal Onptions Number Options Expwation Exercise Nurmber Number MNumber
Executive number aflotted of Comparny exercisable date price of options  of unexercised  of expred
Management’s  0Of options to Company managers as of ineuros exercised as al options asat  options as at
decision allotted managers' concesed V1272006 NNZA05 BN22006
Generat moating of 25/05/1698 - Options 10 subscribe for or to purchase shares
26/05/19987 238,140 120 2 28092000 27TA9/2005 €51.07 190,585 47,545
25/00/19992 8,000 3.000 3 25/03/2001 24/03/2006 €65.08 6,060 1,940 0
12/05/19992 5.000 3,000 2 12/056/2001 11/05/2006 €72.33 4,000 1,000 o}
20/04/20017 24,000 14,000 2 20/04/2003 19/04/2008 €13434 14,000 10,000 (8]
0440320022 53,500 9,000 2 04/03,2004 00a/2009 €156.28 0 52,000 1.500
15/10/20022 20,000 20,000 1 15710/2002 14102009 €124.76 0 20,000 ¢}
15/10,20034
15710720022 10,000 10,000 ¢ 15120048 14/10/2009 €124.76 0 10,00} 0
General meeling of 0/06/2003 — Options to purchase shares
04/07/2003° 14,000 14,000 1 04/07/2005  QMO7/2010 €121.2 o 14,000 4]
15/12/2004% 28,000 28.000 3 1611272004 151272001 €133.28 Y 28.00¢ o
1. For purposes of This tabie, Comparny mManagers include the Execulive Chanman, members of the Supenisory Baard and mombers of the Executive Commuttee of I 35ung compary.
2. Optons 1o subscribe tor shargs. 3. Options to purchase shares. 4. For hatt of the cptions,

The table below provides a breakdown of options 10 subscribe for or to purchase shares allotied to the ten employees ciher than corporate executive
ofticers and executive managers who received the largest number of options and options exercised by such employees.

Total number of oplions  Weighied Expiration Date
aflotted/number ol sharegs  average date of plan
purchased or subscribed for  price

Options allotted during the year Lo the ten employees of the issuer

and any company inciuded in the issuer's scope of consolidation 0 -

who received Lhe fargest number of options (aggregate information)

Optians exercised during Lhe year by the ten employees of the issuer 360 €51.07 27092005 28/09/1998
and any company included in the issues’s scope of consobdation 460 €65.08 24/03/2006 25/03/1959
who received the largest number of options {aggregate information} 14,000 €134.34 15/04/2008 20/Q4/2001
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Presentation of Resolutions

We invite you to approve all the resolutions
proposed to you, in particular those relating to

the following matters.

FRPROVAL OF THE FINANCIAL
TATEMENTS AND APPROPRIATION
OF MNET INCOME

i3

4

¢

In their General Report, the Statutory Auditors
state their opinion on the financial statements.
The financial statements for the year ended
31 December 2005 are appended to this report and
we submiit them to you for approval.

They show net income for the year of
223,153,170.67 euros.

Under the terms of the Company's Articles of
Association, an amount ot 1,495,126.24 curos
must be distributed to the active partners.

The Supervisory Board recommends that you fix
the dividend at 2.50 euros per share, This repre-
sents an increase of 25% in the dividend relative to
the previous year.

We submit the following appropriation of net

income for your approval:

In accordance with Article 243 bis of the Code
Général des Impots, this dividend entides share-
holders who are natural persons and liable for
income tax in France to a 40% tax allowance, as
provided by Article 158-3 of the Code Général des
Impots.

This dividend will be payable from 9 June 2006.
Since Hermés International 1s not entitled 1o
receive dividends in respect of shares held as trea-
sury stock on the date the dividend becomes
payable, the corresponding sums will be trans-
ferred to retained earnings.

The gross dividend per share paid in respect of each

ol the five previous financial years is as follows:

In suros

Year 2000 2001 2002 2003 2004
Dividend 1.25 1.50 1.65 1.70  2.00°
Tax credit 062 075 082 085 -
Gross dividend 1.87 225 247 255 2.00

° Dhecend ebgole [or 50% tax aowance pursuant to Artide 158-3 of the
Code Général des Impdts.

The five-year summary of financial data required
under Article 148 of the decree of 23 March 1967
is provided on page 69.

Net income for the year:
Retained earnings:

Distributable earnings:

223.153,170.67 suros
507,377,227 16 euros
820,530,397.83 euros

Transferred to the legal resarve; None {the legal reserve amounts to one-tenth of the share capital}

Distributed to the aclive partners under Article 26 of the Company's Articles of Association:

1,495,126.24 euros

Distributed to the shareholders in the form of a dividend of 2.50 euros per share giving a total of: 90,834,635.00 euros

The remaining distributable earnings:
to be carried forward as retained earmnings

Amount appropriated:

728,200,636.59 ewos

820,530,397.83 euros
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CONSOLIDATED FINANCIAL
STATEMENTS

In accordance with the provisions of Article L 225-
100 of the Code de Commerce, we 2lso submirt to
you the consolidated financial statements for the

past financial year for approval.

HELATED-PARTY AGREEMENTS

The Sunurory Auditers’ Special Report on pages 209
to 211 describes the related-party agreements cov-
ered by Artcles L 226-10 and L 225-38 through
L 225-49 of the Code de Commerce.

We request that you approve these agreements
and the related transactions.

Since the end of the financial year, several related-
party agreements have been submiued to the
Supervisory Board for approval. A report on such
agreements entered into during 2006 will be sub-
mitted to you at the Annual General Meeting con-
vened in 2007 to approve the financial statements
for the year ended 31 December 2006.

RENEWAL OF AUTHORISATION

FOR THE EXECUTIVE MANAGEMENT
TOENTER INTO TRANSACTIONS
FOR THE COMPANY TO BUY BACK
TS OWN SHARES AND TG CANCEL
SOME OR ALL OF THE SHARES
PURCHASED

Under the terms of Arcicle L 225-209 of the Code
de Commerce, we request that the shareholders
duthorise trading in Hermés International shares on
the stock exchange, for a period starting today and
ending on the date of the next annual general
meeting called to approve the financial statements

and lasting no longer than eighteen months.

Purchases and sales of shares representing up to
10% of the share capital would be authornsed.
The maximum purchase price (excluding costs)
would be 360 euros per share. The maximum
amount of funds to be committed would be
700 million euros, in accordance with Aru-
cle I, 225-210 of the Code de Commerce.

If you approve this proposal, such shares may be
acquired, sold, transferred or exchanged on one or
more occasions, by any means, including by block
trades or the use of derivatives such as the purchase
or sale of options (excluding the sale of puts), with
a view in particular to:

— ensuring that liguidity is provided for the shares on
the equity market by an investment service provider
under a contract that complies with the AFEI (French
Association for Investment Firms) Code of Conduct
recogmised by the Autonté des Marchés Financiers
and wirh accepted market practices approved or o
be approved by the Autarité des Marchés Financiers;
— reducing the share capital by cancelling the shares
purchased;

— retaining the shares, or, in accordance with
accepted market practices approved by or to be
approved by the Autorité des Marchés Financiers,
transferring some or all of them by any means,
including by sale on the stock marker, block sale,
public offerings (purchase, exchange or sale), off
market sale, purchase or sale of options (excluding
the purchase of calls), or carrying out acquisitions
effected by means of a share swap;

- allotting the shares to employees in connection
with the profic-sharing scheme and the company
savings plan;

- granting options to purchase the Company’s
shares to corporate execudve officers and execu-
tive managers and employees of the Group in
accordance with Articles L 235-177 et seq. of the

Code de Commerce;
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Presentation of Resolutions

- granting bonus shares to employees and/or cor-
porate executive officers and executive managers of
the Company or of companies tn which it directy
or indirectly holds at least 10% of the share capital
or voung nghts, in accordance with Artcles L 225-
197-1 et seq. of the Code de Commerce.

Such transactions may take place at any tume, even
during times of a public offering. subject to the
periods of abstention stipulated in Article 631-6 of
the General Regulations issued by the Autonité des

Marchés Financiers.

OPTIONS 7O PURCHASE SHARES
AUTHORISATION GRANTED
TO THE EXECUTIVE MANAGEMENT)

During the Annual General Meeting of 3 June
2003, you authorised the Executive Management
to grant stock options to employees of the Com-
pany and its subsidiaries,

As this authorisation to grant stock options will
expire on 3 August 2006, we propose that you
grant the Executive Management a new authori-
sation in order to continue the policy of involv-
ing employees in the Group’s development by
giving them the opportunity to become share-
holders in your Company under the special con-
ditions provided by law.

The Executive Management would be authorised
to grant:

— 0n one or more oceasion,

— to some or all of the employees and corporate
executive officers and executive managers {exclud-
ing descendants of Mr Emile Hermés and his wife,
Julie Hollande, and their spouses) of Hermés Inter-
national or atfiliated companies, under the condi-
ttons specified in Article L 225-180 of the Code
de Commerce,

options piving the right to purchase existing

Hermes International shares chat have been pur-
chased by the Company, in accordance with the
provisions of Articles L 225-177 er seq., of the
Code de Commerce and Articles 174-19 ¢t seq. of
the Decree of 23 March 1967 pertaining to busi-
ness corporations.

The period during which the Executive Manage-
ment would be entitled to use this authonsation, on
one or more occasion as it sees fir, would be thircy-
eight (38) months from the date of this Meedng.
The rotal number of options chat may be granted
under this authorisation would not be such that
the total number of options granted pursuant to
this resolution and the total number of shares
allotted for no consideration would amount to
more than 2% of the total number of ordinary
shares in the Company as of the date on which the
options would be granted and not yet exercised,
not including those options already granted under
the terms of previous authorisations. This aurho-
rsation would in any event apply to a minimum
of 725,335 shares.

The shares would be issued in curos.

The purchase price of the shares would be deter-
mined by the Executive Management wichin the
lisnits and according to the terms laid down by law.
The options would be exercisable by the benefi-
ciaries within 2 maximum of seven years from the
date on which they are granted.

In keeping with the applicable regulations, the
purchase price would not be less than 80% of the
average of the quoted opening prices of the shares
during the twenty stock market trading days pre-
ceding the date on which the oprions would be
granted, nor less than 80% of the average price at
which the Company purchased the shares for the
purpose of allotiing them to employees as part of
its profit-sharing plans and, if applicable, as part of

its share buyback programme.
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This price could be modified only if the Company
were to complere one of the financial transactions
governed by Article L 225-181 of the Code de
Commerce during the opton exercise peniod. In this
case, the Executive Management would adjust the
number and price of the shares as required by faw.
All powers would be delegated to the Executive
Management, acting within the limits set forth
above, for purposes of granting the aforesaid share
purchase options, to determine the terms, condi-
tions and procedures thereof in accordance with
the law and with the Articles of Association, o
amend Article 6 of the Arucles of Association,
which fixes the amount of authorised capital, and

to undertake all necessary formalities.

ALILOTTMENT OF BONUS SHARES TO
GROUP EMPLOYEES (AUTHORISATION
TO THE EXECUTIVE MAMNAGERMENT]

We propose that you delegate to the Executive
Management the authority to allot bonus shares, on
one or more occasion, to some or all employees
and/or corporate executive officers and executive
managers of the Company or companies in which
it directy or indirecdy holds at Jeast 10% of the share
capital or voting rights, by allotting existing ordi-
nary shares in the Company for no consideraton.
The Executive Management shall determine, at its
own discretion, the conditions for allotment and
the identity of the beneficianes, within the fol-
lowing limitations:

— the shares that may be allotted must have been
purchased by the Company and may not be issued
for this purpose;

— the tota) number of ordinary shares allotted for
no consideration shall not be such that the total
number of shares allotted for no consideration

pursuant to this resolution and the rotal number

of share purchase options granted and not yet
exercised amounts to more than 2% of the total
number of ordinary shates in the Company as of
the date on which the shares are allotted for no
consideration;

— the period within which the shares allotted may
be acquired shall not be less than rwo years;

— the period during which the beneficiaries must
hold the shares shall not be less than two years after
the shares have been effectively acquired.

The Executive Management may, however, stip-
ulate a shorter vesting or holding period in the
event of new legislation reducing the effectve
minimum periods.

This authorisation, which would cancel and super-
sede any previous authorisation for the same pur-
pose, would be valid tor thirty-eight months from
the date of this mereting.

Each year, the Execunive Management would
report to the General Meeting on the number of
shares allotted pursuant to this authorisaton under
the conditons provided by law, and more partic-
ularly, by Article L 225-197-4 of the Code de

Commerce.

AUTHORISATION 10 THE EXECUTIVE
MAMAGEMENT TG ISSUE SHARE
SURSCHIPTION DPTION DURING TIMES
OF PUBLIC TAKECVER BIDS

At the forthcoming Annual General Meetng, the
Executive Managerment will request that che share-
holders grant it the authorisation, during times of
public takeover bids, under the conditions set forth
in the provisions of Aricle L 233-32 of the Code
de Commerce and in accordance with the provi-
sions of Ardeles L. 225-129-2, L 228-91 and L 228-
92 of said Code, to issue share subserniption option,

in France and in other countiies, giving the holders
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the right 1o subsenbe for shares in the Company,
immediately or in the future, to be issued through
a capital increase, while retaining the sharcholders’
pre-emptive rights.

The share subscnption option issued pursuant to
this authonsation may be allotted for no consid-
eration by the Execuuve Management to all share-
holders of the Company who reain thac status
before the close of the public offering period. The
maximum number of share subscription options
that may be issued would be two share subscrip-
tion options per existing share outstanding as of the
date of issue of the warrants.

The nominal amount of the capital increase result-
ing trom the exercise of the share subscripdon option
shall not exceed 2 ceiling of 120 million euros.
This authonsation would be valid for twenty-six

months from the date of the General Meeting.

DELEGATION OF AUTHORITY

TO THE EXECUTIVE MANAGEMENT
TO CARRY OUT CAPITAL INCREASES
RESERVED FOR EMPLOYEES

We note that pursuant to the provisions of Arti-
cle L 225-129 of the Code de Commerce, that
whenever any resolution to increase the share cap-
ital is adopted, the Extraordinary General Meeung
must vote on a proposed resolution to undertake
a capital increase reserved for employees.

For purposes of interpretation of this text, the del-
egation of authority to issue share warranis during
times of public offerings pursuant to the eleventh
resolution is deemed to be a decision to increase
the share capital.

You are therefore asked:

1) to delegate o the Executive Management,

under the cantrol of the Ceompany's Supervisory

Board and the Management Board of Emile Her-
mes SARL, acdve partner, all powers for purposes
of increasing the share capital, on one or more
occasion, by issuing new shares reserved for all or
some employees and corporate executive officers
and executive managers of Hermés International
and affiliated companies or groups under the con-
ditions set forth in Article L 225-180 of the Code
de Commerce, providing that such employees
belong 1o a corporate savings plan of one and/or
the other of these companies.

The maximum number of ordinary shares that
tmay be issued pursuant to this autherdsation shall
not exceed 1% of the number of ordinary shares
in the Company at the time the capital increase is
decided.

This authorisation would entai] a waiver by the
shareholders of their pre-emptive nghts to sub-
scribe o the shares to be created in favour of the
employees belonging to the corporate saving plan(s)
and for whom the capital increase is reserved.
This authorisation would be valid for a period of

twenty-six months from the date of this meeting;

2) to grant to the Executive Management all nec-
essary powers to:

—determine the subscriprion price, itbeing under-
stood that the subscription pdce of the shares issued
shall neither be higher than the average of the
quoted opening prices of the shares during the
rwenty stock market trading days preceding the
Executive Management’s decision fixing the open-
ing date of the subscription period, nor shall the
price be more than 20% lower than the average of
the quoted prices of the shares duning the twenty
stock market trading days preceding the Executive
Management’s decision;

— determine the conditions required to participate

in the offer, and in particular those pertaining
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employee length of service and the time allotted
to the employees to exercise their nghts, together
with the other terms and conditions applicable to
the capital 1increase;

— undertake or arrange for undertaking all neces-
sary actions and formalities for purposes of finalis-
ing the capital increase or increases to be carnied
out pursuant to this resolution;

— amend the Articles of Association accordingly
and, in general, do all that is necessary.

We inform you that should the shareholders vote
against this proposed resolution, the Extraordi-
nary General Meeting would be required to vote
on a resolution prepesing such a capital increase
every three years, so long as the percentage of
shares owned by the employees of the Company
and its affiliated companies within the meaning of
Hermes International Article L 225-180 of the
Code de Commerce amounts to less than 3% of

the share capital.

STOCK SPLT

We propose that you approve a three-for-one
stock split, whereby each existing share outstand-
ing with a par value of 1.53 euros would be
exchanged for three new shares with a par value
of 0.51 euro. Tripling the number of shares would
enhance the liquidity of the shares on the stock
market and their affordability o investors.

Upon completion of the stock split, the share
capital would amount to 55,488,144.33 euros,
divided into 108,800,283 shares with a par value
of 0.51 euro.

If you approve this proposal, it will be necessary
to amend Article 6 of the Articles of Association
accordingly.

In order to ensure that the share capital remains

fixed during the time needed to authorise and

complete the above stock split, by 1 decision dated
22 March 2006, the Executive Management
decided temporarily to suspend the right to exer-
cise stock options from 31 March 2006 undl
10 June 2006, or until 30 June 2006 at the latest,
in the event that the Annual General Meening
convened to approve this transaction is postponed.
If the thirteenth resoludon is adopted, pussuant to
the provisions of Article L 225-181 of the Code
de Commierce, the Executive Management would
adjust the number and price of shares correspond-
ing to options granted to employees under the
share purchase option plans and share subscop-
tion option plans authorised by a resolution
adopted by the shareholders at the Annual General
Meeting and decided upon by the Executive
Management.

As a result of this adjustment, the share subscrip-
tion price for one new share would change as
shown below, it being understood that the num-
ber of shares that could be subscribed under
options that have not been exercised as of the date

of the AGM resolution would be wipled.

Stock option plan Price Price
Date of Executive per existing per new
Management decision share share

AGM of 25/05/1938
Options to subscribe for
or to purchase shares'

20 April 2001 €134.34 €44.78
4 March 2002 €156.28 €52.089
15 October 2002 €124.76 €41.58
AGM of 03/06/2003

Options to purchase

shares

4 July 2003 €121.21 €40.40
15 December 2004 €133.28 €44.43

1. Only options to subscribe for new shares were allotted pursuant
to this autharisation.
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AMENDMENTS TO THE ARTICLES
OF ASSOCIATION

Henmueés International’s current Articles of Associ-
ation are bref and concise (13 pages) and do not
replicate in full all provisions of the applicable
laws. This has therefore avoided the need to amend
the Artcles of Association or to redraft then
entirely in the case of significant changes in com-
pany law, such as those recently enacted for French
comparnes.

We ask, However, that you approve the following
revisions:

— change in the wording of Article 7, “Capital
Increases and Reductions” and Ardcle 8, “Payment
Sfor Shares” in keeping with the reform of the law
on capital increases as a result of Order No. 2004-
604 of 24 June 2004 reforming the law on nego-
table securities. The proposed wording (1) makes
the distinction between “délégation de compétence™
(delegation of authority) and “délégation de pou-
voirs” (delegation of power) that was introduced
by the Order; and (i) expressly states that the
capital may be increased by issuing preference
shares:

- amend Article 9, “Form of the Shares”, to reflect
the fact that SICOVAM has been replaced by
Euroclear;

— update Article 11, “Ouwnership Threshold Dis-
closures”, o replace the sections of the abrogated
1966 law with the corresponding sections of the
Code de Commerce, and delete the reference to
“the official stock exchange, the Second Marché or
the over-the-counter market of a stock exchange
in France or abroad™ and replace it with the word-
ing used by Article L 233-7 of the Code de Com-
merce applicable to ownership threshold disclosures
required by law and those required by the Artcles

of Association. We also deem it advisable:

* 10 change the period of time within which the
ownership threshold disciosure must be reported
under the Articles of Association such that it s
consistent with the peniod required by law, i.e. by
reducing the period of fifteen days stipulated by the
Articles of Association to five trading days;

- to specify n the Articles of Association that the
0.5% ownership threshold disclosure requirement
stipulated therein applies even beyond the 5% legal
threshold;

—to amend Article 12, “Rights and Obligations
Attached to the Shares” by giving the right ro exer-
cise voting rights at general meenngs exclusively
to the bare owner for all decisions other than
appropration of net income, such thac the share-
holders will be eligible for the exemptions pro-
vided by Law No. 2005-882 of 2 August 2005 in
tavour of small and mid-size companies;

— to alter Article 19, “Deliberations of the Super-
visory Board"”, by including the possibility for
members of the Company's Supc:rvisor-y Board
to paracipate in Board meetings by videoconfer-
encing or other means of telecommunicadon that
enable them to be idearified and to participate
effectively. The purpose of this provision is to
give the Company’s Supervisory Board the same
flexibility in conducting its meetings, vusing the
same methods as those introduced by the so-called
Breton Act (Act No. 2005-842 of 26 July 2005),
which s aimed at increasing confidence in and
modernising the economy, and applicable to the
supervisory boards and boards of directors of
sociétés anonymes (subject to those decisions for
which the members are required to be physically
present);

—to delete the reference 1o Mr Jean-Louis Dumas’s
status as active partner and, accordingly, to make
the corresponding changes to Article 1, “Form”,
Article 6, “Share Capital - Contributions”, and
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Article 26, “Appropriation and Distrbution of
Profus”.

We therefore propose to amend the Company's
Articles of Association as indicated above, subject
tw prior approval of the said amendments by the

partners of Emile Hermés SARL.

If you agree with our recommendations, we
request that you vote in favour of the resclutions

as submitted to you.
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Executive Management’'s Special Report on the Share Buyback Programme

n accordance with the provisions of Article L 225-209% of the Code de Commerce, we hereby present

our report on the Company's purchases of its own shares during 2005, pursuant o the authorisations

granted by the shareholders at the General Meetings indicated below:

Programme authorsed by AGM of 8 June 2004 2 June 2005

faffecive Lrtl 2 Juna 2005} {efiective since 3 June 2005)
Date of Executive Management decision 24 March 2004 24 March 2005
Date of certification of the prospectus by the AMF 12 May 2004 13 May 2005
AMF certification number No, 04-404 No. 05-385
Maximum number of shares 10% of tha share captal 10% of the share capital
Maximurm amount autherised S50 million euros 650 million ewros
Maximum purchase prce 220 euros 240 ewros

During the year ended 31 December 2005, the Executive Management carried out the transactions listed

in the tables below under the share buyback programmes authorising the Executive Management to buy

and to sell the Company’s own shares under the terms of Article L 225-209 of the Code de Commerce.

From 01/01/2005 From 03/06/2005

to 02/06/2005 1o 31/12/2005 Total
Not covered by liquidity contract
Number of shares regisiered in the Company’s name as al 31 December 2004 354,782 - 354,782
Number of shares bought 321,880 145,704 467 .594
Reason lor purchase Cancellation Cancellation Canceltation
Average purchase price €152.29 €161.10 €155.04
Number of shares sold - - -
Average selling price - - -
Transachon costs [purchases/sales), excluding VAT €87.,061 €42.603 €129,664
MNumber of shares cancelled 634,672 60,171 694,843
Average price of cancelled shares €140.04 €163.50 €142.07
Number of shares registered in the Company’s name as at 31 December 2005 42,000 85,533 127,533
Number of shares:
- Allotied tg share purchase plans 42,000 - 42,000
- Cancelled - 85,533 85,533
Net value at purchase price €5,313,067 €13,634,478 €18,947,545
Net value at closing price €8,874,600 €18,073,123 €26,947,723
Par value €64,260 €130.865 €195,125
Percentage of share capital involved 0.12% 0.24% 0.35%
Covered by liquidity contract
Humber of shares registered in the Company's name as at 31 December 2004 - - -
Funds alocated (hquidity account) - € 10,000,000 €10,000,000
Number of shares bought - 110,343 110,343
Average purchase price - €177.79 €177.79
Number of shares sold - 105,343 105,343
Average Sefting price - €178.32 €178.32
MNumber of shares registered in the Company's name as at 31 December 2005 - 5.000 5,000
Net value at purchase cost - €1,034.450 €1,034,450
Net value at closing price - €1,056,500 €1,056,500
Par value - €7.650 €7.650
Percentage of share capital involved - 0.01% 0.01%

A report on any such mansactons entered into since 1 January 2006 will be submitted to you at the Annual

Genera Meeung convened in 2007 to approve the financial statements for the year ending 31 December 2006.

The Executive Management
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n accordance with the applicable regulanions

and with the recommendadons of the

Autorité des Marchés Financiers, we hereby
submit our report on the conditons for preparation
and organisation of the Board’s work and on the
principles of corporate povernance established and
followed by the Company.
The Company follows the applicable recommen-
dations contained to the AFEP/MEDEF report
pertaining to corporate governance, to the extent
that these can be applied to a sociéré en commandite

par actions (partnership limited by shares).

Composition of the Supervisory Board

The Supervisory Board comprises nine members:
Mr Jérome Guerrand, Chair:nan; Mr Maurice de
Kervénoaét and Mr Ernest-Antoine Seillicre, Vice-
Chairmen; Mrs Agnés Harth, Ms Julie Guerrand,
Mr Frédéric Dumas, Mr Renaud Monminéja,
Mr Jean-Claude Rouzaud and Mr Eric de Seynes.
Mrs Nathalic Besombes, who is in charge of cor-
porate legal matters, serves as Secretary of the

Board under the Chainman’s supervision.

In keeping with the owuership structure of
the Company, which is majority-owned by the
Hermeés tamily, several years ago, the Supervisory
Board was opened up to members who are not
related to the Hermés tamily. Three Supervisory
Board members = Messrs Maurnice de Kervénoaél,
Jean-Claude Rouzaud and Ernest-Antoine

Seilliére — have no ties to the Hermés family.

Operation of the Supervisory Board

The Supervisory Board has not established any
rules of procedure, as its modus operandi are clearly
delineated in the Company’s Articles of Associ-
ation, A summary of these rules is provided on

page 242,

Report from the Chairman of the Supervisory Board on the Conditions
for Preparation and Organisation of the Supervisory Board’'s Work

The Sututory Auditors and the Works Council
representatives are systematically invited to attend
all Supervisory Board meetings.

The Supervisory Board meets at least twice a year,
as stipulated by the Articles of Association.
During 2005, the Supervisory Board met four
times. All Supervisory Board members diligently
attended the meetings. The average atendance
rate was 93.33%.

in addition, as in previous years, the Chairman of
the Supervisory Board was invited to attend all
meetings of the Management Board of Emile Her-
mes SARL.

To ensure that Supervisory Board meetings are
held in due and proper form, a file contaming
background documents on matters appeaning on
the agenda is sent out to each Supervisory Board
member prior to each meeung,.

Persons who are not Board members, in particu-
lar members of the Executive Committee, may be
invited to attend Board meetings at the Chair-
man's discretion to provide any informacon that
members of the Board might require to reach a full
understanding of matters on the agenda that are
technical in nature or require special expertise.
Minutes are drawn up at the end of each meeting
and sent to all Beard members, who are invited to
comment. Any comments are discussed 2t the nexc
Supervisory Board meeting, which approves the

fina! texa of the minutes of the previous meeting.

Role of the Supervisory Board

The primary role of the Supervisory Board of a
société en commandite par actions {partnershup hmiced
by shares) is te maintain ongoing conrrol over the
Company's management in accordance with the
law and with the Articles of Association.

In this respect, the Supervisory Board 15 respon-

sible for assessing the advisability of serategic
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choices; monitoring the correctness of Executive
Management’s actions; ensuring equal treatment
of all sharcholders; and verifying the procedures
implemented by the Company and by the Statu-
tory Auditors to ensure the fairmess and accuracy
of the parent-company and consolidated financial
statements.

To fulfil these obligations, every year, the Super-
visory Board presents any comments it may have
on the parent-company and consolidated financial
statements, decides on the proposed appropria-
tion of net income, and provides all recommen-
dations and authonsations.

The Supervisory Board has delineated the due dili-
gence procedures it carried out during the year
ended 31 December 2005 in a report presenged to
the Annual General Meeting called to approve the
financial statements {pages 57 to 59).

The functions exercised by the Supervisory Board
do not entail any interference with the Executive
Management, or any liability arising trom the
Management’s actions or from the results of such

actions.

Expense reimbursements

Supervisory Board members are reimbursed for
travel, accommuodation and restaurant expenses
incurred thereby to attend the Supervisory Board
meetings, upon presentation of substantiating doc-
uments or receipts.

There is a ceiling on such reimbursemencs.

Directors’ fees

The Supervisory Board apportiened Directors’ fees
in the amount of 130,000 euros for 2003, as
approved by a resolution adopted by the share-
holders at the Ordinary General Meeting of 2 June
2005. The fees apportioned to each director are

shown on page 27 of the Management Report.

Report from the Chairman of the Supervisory Board on the Conditions
for Preparation and Organisation of the Supervisory Board's Work

The apportionment rules stipulate that Supervi-
sory Board members who are employees of a
Hennés Group company are not entitled to receive
Directors’ fees. In 2005, this rule applied only to
Mrs Agnes Harth.

Special committees

In January 2005, the Supervisory Board created
two special committees within the Supervisory
Board: 2 Remuneration Committee and an Audic

Committee.

+« Remuneration Committee

The Remuneration Committee consists of the fol-
lowing members:

— Mr Emest-Antoine Setlliere, Chairman;

— Mr Bertrand Puech, member.

The missions of the Remuneration Committee
are:

- to receive information and make recommenda-
tions on the terms and conditions of commpensation
paid to Executive Committee members;

- to recetve information and make recommenda-
tions on the terms and conditions of any share
purchase options granted to Executive Commait-
tee members;

— to ascertain that the remuneration of the Exec-
utive Chairmen complies with the provisions of
the Articles of Association and the decisions made

by the active partners.

The Remuneration Committee met twice dunng
2005. All members auended both meetings (the

average attendance rate was 100%).

In 2005, the Remuncemation Committee reviewed
the follawing matters and 1ssued recommenda-
tions thercon:

- 2005 compensation, 2004 bonuses and argert
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bonuses for 2005 for Execuuve Committee
members;

— 2005 compensation for executive chairmen;
—review of the employment agreement of
Mr Pierre-Alexis Dumas, Executve Comnurttee
member, pertaining to his provision as Group
Arustic Director;

— terms and conditions applying to the retirement

of Mr Jean-Louis Dumas.

« Audit Committee

The Audit Committee is composed of the fol-
lowing members:

— Mr Maurice de Kervénoaél, Chairman;

— Ms Julie Guerrand, member;

— Mr Charles-Eric Bauer, member:

~ Mr Eric de Seynes, member.

The mssions of the Audit Committee are:

~to review znd comment on the Company’s
parent company and consolidated financial state-
ments prior 1o approval by the Executive Man-
agcment;

— 1o ascertain that the accounting methods applied
are relevant and consistent;

— 10 venfy that internal data collection and con-
trol procedures guarantee the qualicy of informa-
tion provided;

— to review the work schedule and results of inter-
nal and external audit assignments;

— to undertake the special tasks assigned 10 1t by the
Supervisory Board.

The Audit Committee met twice during 2005.
All members attended both meetings (the average

attendance rate was 100%).

In 2005, the Audit Committee reviewed the fol-
lowing matters and issued recommendations
thereon:

— organisation of the Hermés Group;

~ internal control procedures;

— overview of rules applying to corporate gover-
nance and to the Audit Committee;

— drafting and approval of the Audit Committee’s
rules of procedure;

— review of consolidated financial statements for
the six months to 30 June 2005;

— hearing the Staturory Auditors.

» Compensation of Committee members

Members of the Remuneracion Commirttee and
Audit Committee receive 5,000 curos per year
and the chairmen of those committees receive

10,000 euros per year.

» Operation of the Committee

Each Committee meets when convened by its
Chairman in writing or orally, ar any location
indicated in the notice of meeting,

The deliberations of each Commitee meenng
are recorded in minutes, which are entered into
a special register and signed by the members in

attendance.

The Chairman of the Supervisory Board
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he purpose of this report, which has

been prepared in accordance with the

provisions of Article L 621-18-3 of the
Code Moneéuire et Financier, is to descnbe the
internal control procedures insacuted by Hermés
[nternational. k
Hermés International’s internal control objec-
tives are:
- to ensure that management actions or actions
undertaken to carry out operations are conducted
within the framework defined by che applicable
laws and regulations and by the Group's internal
rules and standards; and
— to ascertain that the Group's accounting, finan-
cial, and management informateon faithfully
reflects its operations and financial position.
While the internal control systen is designed to
optinmise the prevearion and control of risks aris-
ing from the Company's operations and risks of
errors or fraud in the areas of accounting and
finance, it cannot absolutely guarantee that such
risks will be completely eliminated.
This report describes the approach that Hermds
International has adopred to comply with the Lo
de Sécunité Financiére (French Financial Secunty Act
[LSF|}, the Group's internat concrol organisation
{“the intemal control environment™) and the main

cxisting procedures.

Approach adopted

by Hermés International

under the LSF

In keeping with the spirit of the Loi de Sécunié
Financiére, Hermés International has undertaken
a global approach designed to enable it formally to
identify the main risks incurred by the Group and
the appropriate controls for those risks. Group

Intemnal Audit s in charge of 2 project that has been

Executive Management’s Report on Internal Control Procedures
Instituted by the Company

initiated to achieve these goals. The main focuses
of this project are to analyse the major risks o
which the Group is exposed and to strengthen
internal control, primarily by developing self-
assessment for the subsidianies.

The first phase of the process entailed implement-
ing a risk assessment procedure. A formal review
of the Company was carried out to analyse the
Group strategic, operational and functional
processes within the Group's businesses.
Potential intemnal and external risks associated with
each Group process were identified and assessed in
terms of the scope and coverage of the exposure.
This review was performed at the Group level,
based on interviews with the heads of the func-
tional departments and the main operating sub-
sidiaries. The process was initiated in 2003-2004,
In 2005, it was implemented across all Group pro-
duction subsidiaries and existing risk mapping pro-
cedures were updated.

The second phase of the process was to ascertain
that the risks identified are adequately covered by
the Group's internal control system. An internal
control self-assessment procedure was developed
for this purpose, via questionnaires on key controls
of the processes under review to be completed
online by the subsidiaries, This system will in the
future pravide a way to assess the level of internal
control within the subsidiaries and how opera-
donal and functional nisks are handled at the appro-
priate level. [f the controls assessed in this manner
were found to be ineffective, the subsidiaries have
drawn up an action plan to remedy the situation.
Since 2004, 2 number of self-assessments have been
carried out by afl subsidiaries, and some of these
have been audited by the Group's internal auditors.
The risk identification process will continue in

2006 and subscquent years and will be updated on
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a regular basis, New processes will be assessed by
the subsidiartes and their answers to the self-assess-
ment questionnaires will be partly or fully validated
by on-site testing.

Lasdly, the Statutory Auditers were informed of the
status of the project through their participation in

the Project Steering Committee.

A strong intemal control environment

Hermés International has established a strong con-
trol environment underpinned by dedicated inter-
nal control units and a stringent internal contro!

and financial information monitoang system,

* Internal control is organised

around dedicated units

In 2005, the Hermés Group created an Audit Com-
mittee. lts missions and operation are described in
the Report from the Chairman of the Supervisory
Board on the Condidons for Preparation and
Organisation of the Supervisory Board's work.

At the operational level, the main organisation in
charge of internal control is the Group's Internal
Audit unit, which reports o the General Man-
agement of Hermés International. The main func-
tions of the Internal Audit unic are:

~ to define, update and distrbute internal control
reference documentation for the Group;

— to carry out audirts to ensure that the procedures
in place are in compliance with the reference
documentation.

Teams of auditors are also present in the Group's
main subsidiaries, in France, the United States and
Asia. Their goals and their work are coordinated
by Hermes Intermational’s Internal Audit unit.
Hermés International’s Treasury Secunty Com-
mittee, consisting of the Director of Finance and

Administration, the Director of Treasury Security

and che Director of Internal Audit, is in charge of
both internal control and security of the Group’s
cash. This commiteee is responsible for establish-
ing standards and procedures for security and cash
management. [n particular, it sets the procedures
for opening and operating bank accounts to ensure
that these procedures are subject to adequate con-
trols and 1o ascertain that nunagement decisions
made by the Treasury Department are consistent
with the cash investment and foreign exchange

policy approved by the Supervisory Board.

= A stringent financial information

control system

The preparation of nancial information is closely
contrdlled by several Group departments, using
appropriate tools.

Within Hermes International’s Financial Depart-
ment, the Financial Conuol Department, the
Management Control and Consolidation Depart-
ment and the Financial Development Deparunent
are primarily responsible for the control of finan-
cial informauon.

The Financial Control Department manages finan-
cial informatton reported by the subsidiaries. Its
main mission is to ensure thar the subsidianes’
financial management is consistent with the goals
set by the Group’s General Management. This
mission is carried out by working closely with,
anticipating the needs of, and providing support to
the Managing Directors and Finance Directors of
the subsidiaries throughout the year.

The Management Control and Censolidation
Department is responsible for preparation of
financial information and for tracking the Group's
profitability.

The Financial Development Department is

responsible for tracking and financial control of
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investments, for financial analysis of projects
involving a financial commitment, and for devel-
oping financial tools.

Lastly, the Group’s General Management period-
ically analyses the accounts of the subsidiaries and
meets with the managers of the main subsidiaries
to obtain status reports, to assess risks and ro define
any corrective measures required to achieve the
stated goals,

Financial information preparation and control are
facilitated by the use of systems adapted to the
needs of Hermés [nternational. Reporting by the
subsidianies to Hermés International, consolida-
ton of the accounts and treasury operations are
carried out using integrated softwarce applications

that facilitate centralisation of data.

Stringent internal control procedures

* Description of reference

documents and general internal

control procedures

Hermés International uses well-defined reference
documentation for internal control. This is
updated and supplemented on a regular basis. The
main components of this documentation are the
Group Manual of Procedures, which applies to all
of the Group's companies, the Store Internal Con-
trol Manual for the distribution subsidiarnies, and
the Treasury Security Rules Manual.

The Group Manual of Procedures describes
the following main procedures: Purchasing,
Sales, Cash, Inventories, Fixed Assets, Human
Resources, and Information Systems. The Store
Internal Control Manual contains more opera-
tional internal control procedures for managing
and controliing the stores. These apply mainly o
account collections, sales, inventory management,

and store security. This manual defines all tasks

Executive Management’s Report on Internal Control Procedures
Instituted by the Company

and controls that must be performed by store
personnel.

[n cash management, the Treasury Secunity Rules
Manual details procedures for hedging currency
nisks, agreements relating to foreign exchange and
current accounts, and procedures for short-term
cash deposits. Hermeés International has also estab-
lished rules for opening and operating bank
accounts, called Prudential It ules, to delineate the
responsibilities of each party in this area. These
rules, which are validated by the Supervisory
Board, identify those authorised to operate bank
accounts and the timits of their authority. In 2004,
new rules were established to tighten controls on
disbursements made by Group companies.

Lasdy, most Group subsidiaries, with the approval
of Hermés International, have drafted proce-
dures pertinent to their specific activities or focal
situations.

Generat internal control procedures are supple-
mented by specific procedures, which enhance

the reliability of published financial information.

* Description of procedures for preparation
and control of financial information

Hermés International and its subsidiaries have sev-
eral manuals pertaining to financial information
preparation. The Group Chart of Accounts {French
standards} sets out the rules for financial record-
keeping. The Financial Manual contains all rules to
be followed for inancial reporting to Hermés Inter-
national. The Group Manual of Procedures men-
toned above also contains Gnancial record-keeping
procedures. Lastly, the Department of Manage-
ment Control and Consolidadon periodically issues
instructions that are sent to the subsidianes when
the year-end accounts are closed and at other times

on any topic related to financial informacon.
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The reporting and consolidation procedures call
for numerous controls at different levels, intended
to ensure the reliability of financial informarion.
Reliability in preparation of the consolidated
accounts is ensured by the use of an integrated
software system across the entire Group for both
financial management and financial reporting.
Morcover, at each year-end balance sheet date,
the Managing Directors and Finance Directors of
each subsidiary are now required to provide a
letter of affirmiation in which they guarantee the
reliability of financial information and internal
control.

Lastly, the overall reporting and consolidation
process is reviewed on an annual basis for all the
subsidiaries. This quality review of the year-end
close and of the reporting of information to upper
management looks at any problems that have been
encountered and identifies areas that could be
improved. The review report is submitted 1o the
Managing Director for Finance and Administradon.
Asset tracking procedures are also in place to mon-
itor investments and cash.

Investments made by the Group and the sub-
sidiaries are monitared by the Financial Develop-
ment Department.

An investment authorisation procedure sets out
the different stages of approving mvestment deci-
sions, which must be supported by profitability
forecasts.

All investrments must then be approved by Hermes
International’s General Management.

Cash management is performed by Hermés Inter-
national’s Treasury Department. Hermeés Interna-
tional’s cash policy is detailed i the Notes to the
Consolidated Financial Statements {Note 26).
Off-balance sheet commitments given or received

by Hermés International are monitored by the

appropriate offices according to the type of

commitment.

» Transition of accounts to International
Financial Standards {IFRS)

[n 2002, the Group initiated a review on the
implementation of IFRS. The Group has drawn
up consolidated financial statements under IFRS
for the year ended 31 December 2005. For pur-
poses of comparison, the published financial stace-
mients for the year ended 31 December 2004 were
also restated to comply with [FRS, with the excep-
tion of [AS 32 and TAS 39 on financial instru-
ments, which were applied as at 1 January 2005 for
the first cime. Further details on the transition to
IFRLS are provided in the Notes to the Consoli-

dated Financial Scatemencs {Note 35).

« Controlling compliance with procedures
Hermés International has implemented a policy
designed to ensure compliance with internal con-
trol procedures. Compliance with internal control
standards, and in particular with the procedures
described above, is verified through audits. con-
ducted mainly by the Internal Audic unic.
Different types of audits are performed, includ-
ing general internal contro!l audits, treasury secu-
rity audits, organisation audits, and special audirts
conducted at General Management's request. The
subsidiaries are audited periodically on 2 rotating
schedule for internal control audits and cash secu-
rity audits. Upon completion of the audits,
reports are prepared that contain the audit find-
ings, identify risks and recommend solutions to
remedy any problems. Proper implementation
of the recomimendations is verified during sub-
sequent follow-up audits. The audit reports

are provided to the managers of the audited
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subsidiaries or deparuments, and ro the Group's
General management.

Specialised audits are also conducted from rime to
time by the Company's different functional depart-
ments. These include environmental, legal, human

resources, 1T, industrial and other audits. In addi-

Executive Management’s Report on Internal Control Procedures
Instituted by the Company

ton, each year, the Statutory Auditors review one
or more aspects of the internal control system
within the Group's main entities in order to adjust
their audit work on the accounts.

They make recommendations on internal contro!

based on their findings.

The Executive Management
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The Supervisory Board members unsh to express their
great esteem for Mr Jean-Lowis Duntas and their grate-
il recognition to him for the work he has accomplished

untder the Board's authoriry.

~ naccordance with legal and regulatory require-
ﬁ ments, we hereby present our repon for the
.ﬁ- year ended 31 December 2005,
We inform you that:
+ the Executive Management has kept us regularly
informed of the Company’s business operations
and results;
¢ the come statement, balance sheet and notes
thereto have been provided to us as required
by law;
* transactions subject to prior approval by the
Supervisory Board under the terms of special pro-
visions contained in the Company’s Articles of
Association have been duly approved by us, as
described below;
¢ the Supervisery Board has met on a regular basis
to decide on various matters within its exclusive
competence under the terms of the Articles of

Association,

i. Comments on the parent company

financial statements and the consolidated
financial statements

In view of the comprehensive review already pro-
vided, we have no specific comments on the busi-
ness performance or on the financial statements for
the year ended 31 December 2003,

We recommend that you approve the financial

statements.

2. Appropriation of camings
We recommend that you approve the proposed
appropriation of earnings as set out in the Man-

agement Report, calling for payment of a net

Report of the Supervisory Board to the Combined General Meeting of 6 June 2006

dividend of 2.50 euros per share effective as of
9 June 2006.

3. Recommendations and authorisations

of the Supervisory Board

a) Related-parnty agreemenis

During the year ended 31 December 2003, the
Executive Management informed us of and sub-
mitted to us for approval proposed agreements
covered by the provisions of Artcles L 226-10
and L 225-38 through L 225-43 of the Code
de Commerce. The Statutory Auditors’ Special
Report gives a brief description of agreements
approved during 2005 and previously authornsed
agreements which remained 1n eflect during the
financial year. .
b) Other recorunendations and autherisations

In 2005, che Supervisory Board:

- reviewed Executive Management’s recom-
mendations on cash flow optimisation for the
Company;

— created an Audit Committee and a Remunera-
tion C0t1|111ittce;

— duly noted that the foreign exchange risk man-
agement agreement and the Instrument of Assent
signed by the subsidiadies was amended to ke
into ac¢count the unpact of Intermational Account-
ing Standards (1AS);

— approved the English translation of the
“umbrella” guarantee for a maximum of 75 mil-
lion euros in favour of HSBC bank to give access
to Hermés International subsidiaries to an aggre-
gate group bank facility of 75 million euros with
said bank, which it had previously authorised atits
meeting of 23 January 2003;

— decided en the proposed appropriation of eam-
ings to be submitted to the Combined General
Meeting of 2 June 2003;
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— famiharised itself with the Supecrvisory Board
Chairman’s report on the conditions for prepara-
tion and organisation of the Supervisory Board's
work and on the Executive Management's report
on tnternal control;

— approved the proposed new wording of Article 3
of the Articles of Association of Emile Hermés
SARL;

— duly noted the use of the share buyback pro-
gramme authorised by the Annual General Meet-
ing of 8 June 2004;

— issued a favourable opinion on the proposed res-
olutions submitted te the Combined General
Meeting of 2 June 2003;

— reviewed documents on forecasting and planmng;
— approved the principle of enterdng inte an
agreement for a period of one year, which is auto-
matically renewable for a like period, under the
terms of which Hermés International provides
financial, administrative and legal services to Emile
Hermes SARL, and subsequently duly noted the
exccution of this agreement;

— duly noted, on two occasions, the information
submitted by the Legal Department on the cor-
porate executive officers and Supervisory Board
members’ obligations to disclose transactions in
the Company’s shares;

— duly noted that security procedures (Prudential
1ules} used within the group for systematic apph-
cation of the dual signature requirement, pursuant
to the Loi de Sécurité Financiére, had been updated;
— duly noted the changes in the authonsed ceilings
on securities and currency transactions carried out
by Hermés International;

— issued an opinion in favour of the dissolution of
GC Real Estate by the transfer of all its corporate
assets to Hermés International;

— reappointed Mr Jérdme Guerrand as Chairman

of the Supervisory Board, wich the same powers

Report of the Supervisory Board to the Combined General Meeting of 6 June 2006

as previously, for the duration of his term of office
as Supervisory Board member;

- appointed Mr Maurice de Kervénoaél and
Mr Emnest-Antoine Seilliére as Vice-Chairmen of
the Supervisory Board, as stipulated by the Arti-
cles of Association, for the duration of their term
of office as Supervisory Board members;

— confirmed the composition, responsibilities and
operation of the Audit Committee and Remu-
neration Committee, and compensation payable
to members of those committees, which was
approved prior to the reappointment of Supervi-
sory Board members;

— duly noted proposed investment projects;

- duly noted and approved the strategy proposed
by the Executive Management with respect to
Leica Camena AG;

- reviewed the rules for reimbursernents for travel
and accommodarion expenses incurred by its
members;

- approved a project to acquire 3 leather goods
production tacilicy 11 Savoie;

— duly noted Mr Jean-Louis Dumas” decision to
resign as Executive Chairman;

- appropriated Directors’ fees to be paid to Super-
visory Board members;

— duly noted the information submitted by the
Legal Department on regulations governing the
use or disclosure of confidential information
(insider trading);

— duly noted a preseatation of Audit Committee

proceedings.

4. Supervision exercised

by the Supervisory Board

Stock option plans - Options exertised during 200%
At our meetings of 14 September 2065 and
25 January 2006, we duly noted the increases in

the Company's capiral effected s a result of the
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decision by a number of individuals to exercise
their options under the stock option plans
approved by the Executive Management eon
28 September 1998, in accordance with the
authorisation granted by the Extraordinary Gen-
eral Meeung of 25 May 1998,

Information on the number of shares issued dur-
ing 2005 1s provided on page 37 of the Manage-
ment Report.

Cancellation of shares during 2005

At our meetings of 14 September 2003, we duly
noted the reductions in share capital due to the
cancellation of treasury stock resulting froma deci-
sion of the Executive Management, pursuant to
the authonsations granted by the Extraordinary
Genenal Meetings of 8 June 2004 and 2 June 2005,

Information on the number of shares cancelled
during 2005 is provided in the Executive Man-
agement's Report on the Share Buyback Pro-
gramme in the Annexes to the Management

Report, on page 48.

5. Opinion on proposed resolutions
to be submitted to the Combined General
Meering of 6 June 2006

We are in favour of all the proposed resolutions.

This concludes our repert on the information and
opinions we considered necessary to bring to your
attention in connection with the present General
Meeung, and we recommend that you vote to

approve all the resolutions submitted 1o you. «

The Supervisory Board
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List of Corporate Appointments and Offices Held by the Executive Chairmen
and Supervisory Board Members at Any Time During the Past Five Years

Jean-Louis Dumas
Date of birth: 2 February 1938

OHices and positions held during 2005

Company name Form  Country Office Comments
Berfa SC France Executive Manager
Compagnig des Cristalleries
da Saint-Lous SACA  France Owector
Compagnie Hermés de Participations  SAS  France Representative of Hermés intemational, Chakman
of the Management Board
Emae Henmés SARL  France Execuime Manager
Gauime SACS  France Vice-Chaimnan, Member of the Supenvisary Board
Hermés Interactt SAS France Penmarent Representative of Herrmiés tntermational, Chairman
Hemmés Sefier SACA  Ffrance Diector and Artistic Director
Imenauger 5C France Permanent Representative of Hermas International, Executive Manager
ksamyol 8 SAS  France Permanent Repxesentative of Hormés intemational, Chairman
lsamyol & SAS  France “Permanent Représentatwe of Hormas intemational, Charman
Isarmyol 10 SAS France Permanent Representative of Hermés Inlemationd, Chairman
Isarmyol 11 SAS France Pesmanent Representative of Horrnés Imemational, Chasrman
Isamycd 12 a5 France Pennanent Represemiative of Hermes Intemational, Chairman
L'Oréal SACA  France Drector and Member of the Management and Remunexation Commitiee
Moisch Gearge V SAS France Permanent Representative of Hermés Intermational, Chairman
Peugeot SA SACS Frarce Member of the Supervisory Board
SCI Auger-Hoche SCGI France Permanent Represematve of Hermés International, Executive Manager
SC1 Boissy Belley SCI1 France Permanen! Representative of Hernés Intemnational, Executive Manager  Untid 0B/12/2005
501 Boissy Bogey France Permanent Representative of Hemés Inlemational, Executive Manager  Until DB/12/2005
SC1 Boissy les Miners France Pearmanent Representative of Hermes Inlemational. Executive Manager
SC1 Boissy Nontron 5C1 France Permanent Representative of Hermés nesttational, Executive Manager
SCI Boissy Saint-Hoonoré France Parmanent Representative of Hermés Intemational, Executive Manager  Until 08/12/2005
SCl Briand Villers | 5CI France Exgcutive Manager
SCl Briand Viliers Il SCI France Executive Manager
SCI Edouard VI sC1 France Permanent Representative ol Hermés intermational, Executive Manager
SCI Les Jonquiles Soled sCl France Permanent Representative of Hermes Intemationa!, Executive Manager  Untl 04/12/2005
S0 Les Capucines 5C1 france Permanent Representative ol Henmés Intermational, Executive Manager  As from 13/01/2005
Société immaobibére
du Faubourg Saint-Honoré « SIFAH-  SCI France Exacutive Manager
Sport-Soie SACA  France Chairman of the Board
Hermes Geéce Greece Diector As from 18/07/2005
Hermés Greater China Hong Kong Chainman of the Board
Hermés Japon Japan Charman of the Board
Hermés Retal {(Malaysia) Malaysia Chairman of the Board
Boissy Mexico Mendco Altemate Director
Hermés de Pans Mexico) Mexico Acting Director
La Montre Hernes Switzertang Chaiman of the Board Uintd 21/04/2005
La Montre Hermis Switzerland Director As from 21/04/2005
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Offices and positions held during the previous tour years and ending betore 1 January 2005

Company name Form  Country Office Comments
Gaumont SACA  France Diector

Les Tissages Perrin SACA  France Permanent Representative of Hermés internationad, Drector

L es Tissages Verel SACA  Frarce Permanent Representative of Henmés tntemational, Director

SIN Rejac SACA  France Permanent Aepresentative of Sport-Sole, Director

Saficur Iftemational SACA  France Permanent Representative of Sport-Soie, Director

Leica Camera AG Germany Member of lhe Supenvisory Board

Fnanciere Saint-Eloi Luxembowrg Permanant Representalive of Hermés infemational, Drector
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List of Corporate Appointments and Offices Held by the Executive Chairmen

and Supervisory Board Members at Any Time During the Past Five Years

Patrick Thomas
Date of birih; 16 June 1947

Offices and positions held during 2005

Company name Form Country Otfice Comments
Alchers AS. SACA  France Permanent Representative of Hermés Intemational, Direclor untd 1309/2005
Atefers AS. SACA France Penmanent Representative of Sport-Soie, Drector As from 14092005
Creations. Editions d'Etoffes
G Ameublemont, CEDA SACA France Parnmanent Representative of Hermés Intemationak, Director
Compagnie des Ants de la Table SAS  France Permanent Representative of Castille lrvestissements,

Member of the Management Board Unid 21/06/2005
Compagnia des Cristalleries
da Saint-Louis SACA  France Perrnanent Representative of Hormés Intemational, Dector
Compagrie Henmés de Participations  SAS France Corporate Officer
Ganterie de Saint- Jurien SAS France Permanent Representative of Hermés Wntermational,

Member of the Management Board Unti 24/06/2005
GC Real Estate SAS France Permanent Representative of Vidfran,

Member of the Management Board untl 21062005
Gaume SACS  France Member of the Superisory Board As trom 02/11/2005
Hérakdion SAS France Permanent Representatve of Hemés internations,

Member of 1he Management Board
Hermés beractif SAS France Caorporate Officer
Hoking Textle Hermés. SAS France Chairman of the Managerment Board
mmauger sCi France Permanent Representative of Hamés Intemational, Executive Manager  As from 13/01/2005
Isamyol 13 SAS France Permanaent Representalive of Hermés international,

Chaiman of the Management Board
lsamyol 14 SAS France Permanen! Regpresentative ol Henmés intemational,

Chairman of the Managemen Board
Isamyol 15 SAS France Permanent Representative of Hesmés intermational,

Charman of the Managemen Board
samyol 16 SAS France Permanent Represeniative of Hermés intemational,

Crairman of the Managament Boand
Isarmwol 17 S5A5 France Pomanent Representative of Homniis intemationad,

Chairman of the Management Board
{samyol 18 8AS France Permanent Representative of Hermés international,

Chairrman of the Management Board
John Lobb SACA  Frarce Permanest Rapresentative of Hemés intemations,

Diector
La Manufactre de Saloncourt 5AS France Parmanent Representative of Sport-Soie,

Mermber of the Management Board Untd 24/0672005
Massily Holding 5A France Vice-Charman and Mamber of the Supendsory Board
Mamquinernie de Sayat SA5 France Permanent Represertative of La Compagnia Hermiés de Participations,
{lormerly Bagages et Curs} Member of the Managemen Board Untd 24/06/2005
Motsch Georga V SAS France Permanent Representiative of Hermés Intemational, Chaimman As from 13/01/2005
SC Honossy SC France Permanent Represontative of Hermés intemational, Executive Manager  As from 13/04/2005
SO Auger-Hoche s France Permanent Representative of Hermés Intemnational, Executive Manager  As from 13/01/2005
SC1 Boissy Betey SC1 France Permanent Representative of Harméss Intemational, Executive Manager  As from 13/01/2005
SC1 Boissy Befiey 5CI France Permanent Representative of Hemmés intemational, Executive Manager  Untd 08/12/2005
5C1 Boissy Bogry 5C France Permanert Representative of Henmés Intemationdl, Expcutive Manager  As from 1/01/2005
SC1 Boissy Bogny sCl France Permanent Representatie of Hemnés intemational, Executive Manager  Untd 0871272005
SCI Boissy les Mixiers 5Q France Permnanent Representative of Henmés temnational, Executive Manager  As rom 13/01/2005
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Company name Form  Country Otfice Comments
SCt Boissy Nontron ] France Permanen Representalive of Hermés Inernational, Executive Manager  As from 134012005
SCi Boissy Saint-Honoré SCt France Permanen! Regresentative of Hermes intemational, Executive Manager  As from 13/01/2005
SC) Boissy Saint-Honare SCI France Permanent Acpresentatve of Hermés Inmemnationd, Executive Manager  Unil 08/12/2005
S0 Edouard VY SC) France Permanent Representative of Hermeés Intemational, Executive Manager  As from 13/01/2005
5C1 Les Capucines SC) France Permanent Representative of Henmés International, Executive Manager  As from 13/01/2005
5C1 Les Jongushes Solel 501 France Pormanent Representative of Hermés Intemational, Executive Manager  As from 13/01/2005
SCl Les Jonquilles Soled 5C1 France Permanent Representative of Hermés Inmemational, Executive Manager  Untd 0812/2005
Spont-Sole SACA  France Permanent Representatnve of Hokging Textle Henmés, Ovector
Leica Camera AG Germany Member of the Supenvisory Board
Hermés Australia Ausiraka Chaimman
Hermiés Bengtux Belgium Diractor
Hermés do Brasi Brazi Member of the Consultative Commitee
Hermés Canada Canada Director
Saint-Honoré Chie Chile Acting Director
Saint-Honoré Shanghai China Director
Herrnés Korea South Korea Chainnan and Legal Representaine
Hemés Korea Travel Retadl South Korea Chainman and Legal Representative
Hernés erica Spain Dweclor
Hermés Holding US USA Chaiman
Hermés of Hawal LISA Chairman
Hemmés of Paris usa Chaiman
Hemmnitex USA Chaimman
Hermeés Gréce Greece Director As from 18/07/2005
Hermdés Greater Chira Hong Kong Direcior
Herice Hong Kong Chaiman and Dector
John Labb Limited Hong Kong Direcior
Hermés ltalie Hady Diector
Hermés Japon Japan Director
John Lobb Japan Japan Director
Boissy Mexico Mexico Acting Director
Herrnés de Paris {Mexico) Mexico Acting Director
Hermés Monte Caro Principality
of Monaco Penmanent Represenative of Sport-Soie, Drector
Hermés Prague Czech Republic Member of the Supervisory Board
Hermés GB Limited United Kingdom  Disector
Hermnés South East Asia Singapore Director
Hemmés Singapore Retad Singapore Divector
Boissy Ratal Singapore Chaimman
Sairt-Honoré Bangkok) Thaiand Acting Direclor

Offices and positions held during the previous four years and ending before 1 January 2005

Company name Formmn  Counlry Office Comments
Hermes intemanonal SCA France Managing Direclor
Wilkarn Grant and Sons Unuted Kingdom Chairman
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List of Corporate Appointments and Offices Held by the Executive Chairmen
and Supervisory Board Members at Any Time During the Past Five Years

Jérdme Guerrand
Oate of bith: 15 October 1944

Offices and positions held during 2005

Company name Form Country Position held in 2005 Comments
Antonino SCr France Executive Manager

Comptor Nouveau de la Parfumere SACS  France Vice-Chaiman and Member of the Supervisory Board

Compagnia des Ans de la Table SAS France Permanent Represeniative of Hermés Selier, Acting Direcior Untd 2106/2005
Hormés Selier SACA  Frarce Diector

Jl.&Co United Kingdom Director

Morethanhotels Limited United Kingdom Director

Otfices and positions heid during the previous tour years and ending before 1 January 2005

N/A

Frédéric Dumas

Date of birth; 13 May 1946

Offices and positions hald during 2005

Company name Form  Country Otfice Commeants
Comptow Nouveau de |2 Parfumerie SACS  France Member of the Supenisory Board

Daobxopol SARAL  France Executive Manager

Fleches 5C France Executive Manager

Sagaie sC Frarce Managing Partner 45 from 15/04/2005
Offices and positions held during the previous four years and ending before ¥ January 2003

N/A

Julie Guerrand

Date of birth: 26 February 1975

Offices and positions held during 2005

Company name Form  Country Offica Commaents
Artonno 5C France Executive Manager

Jerocaro SCI France Executive Manager

La Mazaring-SCIFAH sl France Executive Manager

81 Apremont sCI France Executive Manager

SC1 Briand Viliers 1 SCI France Execadive Manager

SC1 Briand Viiers 0 5C France Executive Manager

SCN SARL  France Executive Manager

Société mmobidére du Dragon sG France Executive Manager

Val d'isére Carcjero SCl France Expcutive Manager
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Offices and positions held during the previcus four years and ending befare 1 January 2005

Company name Form  Country Office Comments
Rothschad & Cie SCS France Expcutive Assistant

Rathschild & Cie SCS France Autharised Representative

Rothschid & Cie SCS France Deputy Director

Agneés Harth

Date of birth: 4 October 1944

QOtfices and positions held during 2005

Company nama Form Country Office Comments
Cimaphée sC France Executive Manager

Compagnie des Arts de la Table SAS France Director of Design and Horilage

Ernde Henmes SARL  France Mermber of the Management Board

Hermés Sefier SACA  France Dwector

Srang SC France Executive Manages

Offices and positions held during the previous four years and ending before 1 January 2005

NA

Maurice de Kervénoaél

Date of binh: 28 September 1936

Oftfices and pasitions held during 2005

Company name Form  Country Office Comments
Charles Riey Consultants Intemational SACA  France Deector

Comptov Nouveau de la Parfumerie  SACS  France Chaiman of the Supenisory Board

tnss SACS  Frarce Chairman of the Supervisory Board Until 30/D6/2005
Lawent-Perrier SACS Farca Chairman of the Supenvisory Board As from 07/07/2005
MD¥ Consufting EURL  France Executive Manager

Onet SACS  France Member of the Supenvisory Board

51A Groupe SA SACS  France Chairman and Mermber of the Supervisory Board

Otfices and positions held during the previous four years and ending before 1 January 2005

Company name Form Country Office Commaents
Alsatia SACS  France Member of the Supervisory Board

Panzani SAS France Director

Foyal Canin SA France Director

Saupiquet SA France Dwector

Quick Belgium Dwector

Fontvesia Spain Diector

hakaguag hay Director
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List of Corporate Appointments and Offices Held by the Executive Chairmen
and Supervisory Board Members at Any Time During the Past Five Years

Renaud Mommeja
Date of tirth: 20 March 1962

Offices and positions held during 2005

Company name Form  Country Otfice Comments
Allizo sC Frarce Executive Manager and Magority Owner

Marketing Marand Momméia Associés

Marketing Consulants France Associate Director

Comptor Nouveau de la Partumerie SACS France Member of the Supervisory Board

Newsport SACS Frarce Permanent Representative of Altizo, Member of the Supenisory Board

Lor 5C France Co-Executive Manager

Polux et Consons SAS France Member of the Management Cammitiee

SAR Tdlaz SARL  France Exacutive Manager

SCI Briand Vidhers | SCI France Executive Manager

SC1 Briand Wers 1l SCI France Executive Manager

JL & Co United kangdom Drector

Catapull Asset Management United Kingdom Diroctor As from 29/06:2005

Offices and positions hald during the previous four years and ending betore 1 January 2005

Company name Form Country Office Comments

Abriotl (merged into

Pollux et Consorts) SC France CorExecutive Manager

BMW France SA France Acvertising Direcior

Carat Locd Agence Consel Media ~ SAS France Director of Sales

Carat Sud Ouest SAS France Director

Sport 4 Fun SAS France Memiber of the Board of Dreclors
Jean-Claude Rouzaud

Date of bth: 16 March 1942

Offices and positions held during 2005

Company name Form  Country Office Comments
Alizo sC france Executive Manager and Majority Owner
Camar 5C France Executive Manager

Champagne Deutz et Grands Vins ~ SA france Chairman & CEQ

Crampagne Lonis Roederes S5A France Managng Director and Director
Ferme de Lierru {fomerly

Haras des Rouges Testes) 8C France Executive Manager

Roederer Distribution SNC  France Non-sharehokder Manager
Socité Civie du Chiteau

Haxa Beauséjour s5C France Executive Manager

Sociéte Civie La Salle Saim-Estephe SC France Executive Manager

Sockéte d'exploitation des vignobles

de ['ancien monde SCEA  France Exscutive Manager
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Company name Form  Couniry Office Commants
SC1 d"Aria Marina SCI France Executive Manager

Société Maison Descaves SA France Permanent Representative of Champagne Lous Roederes, Director

T Roederer et Cie SAS France Chairman of the Management Committee

Offices and positions held during the previous lour years and ending befors 1 January 2005

N/A

Ernest-Antoine Seilliére
Date of binth: 20 Decemnber 1937

Otfices and positions held during 2005

Company name Form  Country Offics Commenis
Bureau Veritas SACS  France Permanent Representative of Oranje Nassau Groep BV.
Member of the Supenisory Board Urwi 27/06/2005
Bureau Veritas SACS  France Momber of the Supervisory Board As from 27/06/2003
Cap Gerning SACA  Fance Dwector, Vice-Chaiman of the Board
Editis Holding SACS France Member of the Supenvisory Board
Legrand Holding SACA  France Chaimnan of the Board
Gras Savoye & Cie SCA France Member of the Supervisory Board
Peugeot SA SACS  France Member of the Superisory Board
Scciété Lomaine de Participations
Sidérurgiques SACA  France Chairman of the Board and Managng Director
Wendel nvestissement SACA  Frarce Chairman of the Board and Managing Director Uned 31/05/2005
Wendedl Investissement SACS  France Chaimmnan of the Supervisory Board As trom 3170572005
Wendedl-Participations. SNC  France Permanent Representative of Sociéte Lomaine de Participations
Sukérurgiques, Managing Partner
Lumina Pasent Luxembourg Charman of the Board
Oranje Nassavu Groep BV Netherlands Chairman of the Supervisory Board
Sofisame Switzerland Dwector

Officas and positions held during the previous lour years and ending before { January 2005

Company name Form Country Ottice Comments
Burean Vesitas SACS  France Permanent Representative Sociité Sofiservica,
Member of the Supervisory Board
Biomerieux Fierre Fabre S5ACS  France Vice-Chairman of the Supenvisory Board
Société Générale SACA  France Director
Stalergenes SACA  France Permanent AHepresentative of Compagnie Fnanciére de la Trinkté,
Director
Valeo SACS France Member of the Supenisory Board
Trader Classified Media Netherlands Chaiman of the Supervisory Board
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List of Corporate Appointments and Offices Held by the Executive Chairmen
and Supervisory Board Members at Any Time During the Past Five Years

Eric de Seynes
Date of birth: 9 June 1960

Offices and positions held during 2005

Company name Form Country Office Commenls
Brame et Lorenceau SACA  France Directon

CLMC 5C France Exgcutive Manager

Editions Signes de Caracteres SARL  France Executive Manager

Groupe Option SAS  France Chaimnan

Hermes Seber SACA  France Deector

Les Productewrs SACA  France Dwector

Qption Organisation SA France Charman

Option Presse SAS France Chairman

Option Sports Evénerments SAS France Chairman

SCP Pace des Vasges 5C France Mermber of the Management Board

SFERIC sC France Executive Manager

Socidté immobilére Groupe Option SAS Frarce Chaimman

Suniseu SA France Diector

Alcopa Belgum Advisory Boart Merber

Otfices and positions held during the previous four years and ending before 1 January 2005

Company name Form  Country Office Comments
Yamaha Molor France SA France Dwector of Sales and Marketing

‘Yamaha Motor Europe Netherlands Member of Marketing Coordination, Distiibution

and Prochuct Development Commdiees
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Five-year Summary of Financial Data

2001 2002 2003 2004 2005
Capital at year-end
Share capital {in thousands of euros) 56,366 56,381 56,511 56,575
Number of shares in issue 36,840,677 36850272 36935004 36977172 .U e
Income statement data i of ewsos)
Sales excluding VAT 38,723 41,487 40,375 43,113
Income belore tax, employee profit-sharing,
depreciation, amortisation and provisions 139,218 181,259 183,904 233,675 R
Corporate income tax 69) {1,149} {1.776) {11,074) EACEN
Employee profit sharing 1,082 1,286 1,373 1,465
Income after tax, employee profil-sharing,
depreciation, amortisation and provisions 142 598 174,747 167.786 213,566 PR
Profits distributed as dividends
{including treasury stock) 56,216 61,974 63914 75,385
Per-share data i ewros)
tincome after tax and employee profit-sharing
but belore depreciation, amortisalion and provisions 3.75 4.92 4.99 6.56 T
income after 1ax, employee profit-sharing,
depreciation, amortisation and provisions 387 4.74 4.54 5.78 [
Net dividend paid per share 1.50 1.65 1.70 200 Lt
Personnel
Number of employees
{permanent staff on the payrof at end of period) 149 162 169 175
Total payrott costs for the year (in thousands of euros) 10,558 12,524 16,672 15,636 [V
Ermployee benelits paid
during the year (n thousands of eurgs) 8,088 8,100 5918 9.058 PR

* Subject to approval by Ihe Combined General Meeting of § June 2006,
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Consolidated Financial Statements




Consolidated Income Statement

in millions of ewos

2005 2004
Sales {notes 18 and 19} 1,427 .4 1,331.4
Cost of sales W {463.4)
Gross profit {note 20) 868.0
Seling, marketing and administralive expenses (note 21} (462.9)
Other income and expense {note 23) el (48.0)
Operating income 3835 3571
Net financial income (note 24) g 7.5
income before tax 3574 364.6
Corporate income tax {note 25) R (125.2)
Share ot net income of associates (note 8) L (21.0)
CONSOUDATED NET INCOME 251.8 2184
Mincrity interests {note 14) = 4.5}
NET INCOME - GROUP'S SHARE 247.0 2139
Eamings per share (in euros) (note 32} San 5.83
Diluted eamings per share (in eurcs} (note 32) 6.79 5.83
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Consolidated Balance Sheet as at 31 December 2005

ASSETS
in millions of ewos
31/12/2005 01/01/2005 31/12/2004
Depreciation,
Gross amortisation Net Net* Net
and provisions

Non-current assets 1,457 424.6 776.1 660.9 661.1
Goodwill (note 7} 18.8 188
Intangible assets (note 3} M i ik 241 241
Property, plant and equipment (note 4} et Ll L3 450.7 450.7
investment property {note 5) .. L7 Iy 4.1 4.1
Available-for-sale securities {note 9) A 'y T 9.2 9.2
Held-to-maturity securities (note 9) R el 23.2 26.4
Investments in associates {nole B} KRS 28.4 28.4
Loans and deposits (note 10} A Ty it 125 125
Deferred tax assets {(note 25) R A 89.9 86.9
Current assets 1:3249.7 132.2 1,317.5 1,084.1 1,068.9
Inventaries and work in progress (note 11) i, HCar L 290.2 290.2
Trade receivables {note 12) tet T o Co 111.6 1147
Current tax receivables {notes 12-25) e 6.8 6.8
Other recevables (note 12) % i 375 485
Financial instruments at fair value {note 26) L RO 293 -

Cash and cash equivalents {notes 13-26) B (AN 608.7 608.7
TOTAL ASSETS 24554 561.8 1,393.6 1,745.0 1,730.0

* Opening bakance sheet based on 31 December 2004 dosing date, after impact of LAS 32 and tAS 39 on Bnancial instrumerts.
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LIABILITIES AND SHAREHOLDERS' EQUITY

Before appropriation
in milions of euros

I/12/2005 01/01/2005* 31/12/2004

Shareholders’ equity 1.410.5 1,291.9 1,286.4
Share capital e 56.6 56.6
Share premium W 326 32.6
Treasury stock 20,0 (45.2) (45.2)
Reserves RN AN 1.0114 1,020.1
Translation adjustment it 11.3) {(11.3)
Derivatives - share included in equity PR 16.7 -
Net income for the year Fdrt 2139 213.9
Minorily interests (note 14) 2 17.2 19.7
Non-current liabilities 99.3 108.6 97.3
Borrowings and debt {note 26) iat 398 37.2
Provisions {note 15) . 3.2 3.2
Post-employment and other employee benefits

{note 18) Fol 239 23.9
Deferred 1ax liabilities {note 25) it 16.5 7.7
Other non-current Eabilities {note 17) R 252 25.2
Current liabilities 3838 344.5 346.3
Borrowings and debl (note 26) R 539 53.9
Provisions (note 15) 1o 10.8 12.4
Post-employment and other employee benafits

{nots 16) il 25 2.5
Trade payables (note 17) tag 1429 143.1
Financial instruments at fair value (note 26) s - -
Current tax kabilities (notes 17-25) ER '238 238
Other current liabilities (note 17) sarly 110.6 110.6
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY  1,893.6 1,745.0 1,730.0

* Opening balance sheet based on 31 December 2004 dosing date, aftes impact of 1AS 32 and IAS 39 on fnancial instrurnents,

The positive 16.3 millilon eure translation adjustment Americas, 3.6 million euros for the euro zone, and
comprises positive balances of 12.4 million euros relat- (.3 million euras for the other European countries, and
ing to Asia excluding Japan, 5.9 milion euros lor the a negative balance of 5.9 million euros for Japan.
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Statement of Changes in Consolidated Shareholders’ Equity

Before appropriation

Share Share Treasury Consolidated
capital premium stack rosotves
As at 1 January 2004 pro forma IFRS 56.5 30.2 (26.9) 1,083.9
Movements
Change in share capital and share premium 0.4 2.3 - -
Purchase or sale of treasury stock - - (18.3} -

Consolidated net income for the year - - - -

Oividends paid - - - {63.5}

Change in translation adjustments - - - -

Change in minority interests - - - -

Cther - - - 0.3
As at 31 December 2004 pro forma IFRS 56.6 32.6 (45.2) 1,020.1
Movements

Financial instruments {IAS 32/39) - - - 8.7
As at 1 January 2005 pro forma IFRS 56.6 326 {45.2) 1,011.4
Movernents

Change in share capital and share premium 0.1 3.7 - -
Purchase or sale of treasury stock - - {73.5) -
Appropriation of net income for the year - - - 2139

Consolidated net income tor the year - - - _

Dividends paid - - - {74.0)

Change in translation adjusiments - - - -

Dertvatives included in equity - - - -

Change in minority instruments - - - -

Cancellation of treasury stock {1.1) - 93.7 97.6)
Other - - - 0.2
As at 31 December 2005 55.6 36.3 {20.0) 1,053.5

As al 31 Decemnber 2005, the share capital of Hermeés due 10 the exercise of stock options by Hermés Group
Intemational was made up of 36,333,854 shares with employees;

a par value of 1.53 euros each. Of these, 132,533 - it was reduced by 1,062,000 euros following the can-
were treasury stock. cellation of 634,843 treasury stock.
In 2005, the share capital changed as follows: It is specified that no shares are reserved for issuance

— it was increased by 79,000 euros (51,525 shares) under options or sales contracts.
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in miions of ewos

Current year's Derivatives Transiation Shareholders’ Minority Shareholders’ Number
net income - adjustments equity - interests equity of shares

Group’s share Group's share outstanding

- - - 1,143.8 182 1,162.0 36,935,004

- - - 2.4 - 2.4 42,168

- - - (18.3) - (18.3) -

213.9 - - 2139 - 2139 -

- - - (63.5) - (63.5) -

- - (11.3) (11.3) - (11.3) -

- - - - 1.5 1.5 -

- - - 0.3) - Q3 -

213.9 - {11.3) 1,266.7 19.7 1,286.4 36,977,172

- 16.7 - 8.0 (2.5 5.5 -

213.9 16.7 {11.3} 1,274.7 17.2 1,291.9 36,977,172

- - - 3.8 - 38 51,525

- - - (73.5} - (73.5) -

{213.9) - - - - - -

247.0 - - 247.0 - 247.0 -

- - - (74.0} - {74.0) -

- - 276 27.6 - 27.6 -

- (16.4) - {16.4} - {16.4) -~

- - - - 43 4.3 -

- - - - - - {694,843)

- - - (0.2} - 0.2) -

247.0 0.3 16.3 1,389.0 215 1,410.5 36,333,854
Changes in translation adjustments in 2005 relate Singapore dollar 5.7
mainly to the following: in milions of euros Korean won 3.2
Negative translation adjustment ditferences Euro zone 1.6
Swiss franc 0.9 Canadian dollar 0.6
Japanese yen {0.4) Pound sterfing 0.4
Sub-total (1.3) Australian dollar 0.3
Positive translation adjustment differences Other currencies 0s
US dollar 9.9 Sub-totat 28.9
Hong Kong dollar 6.3 Total 276
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Statement of Cash Flows

Before appropriation

in miions of ewros
2005 2004
OPERATING CASH FLOW* Kot R 291.7
OPERATING CASH FLOW BEFORE COSY OF DEBT
AND CURRENT TAX CHARGE 443.3 406.8
Inventores and work in progress R {12.4)
Trade recetvables W (12.2)
Other receivables (excluding current tax charge) o {0.3)
Trade payables RS 143
Other liabilities and miscellanecus items (excluding current tax charge) 10.7
Change in fair value of derivatives 3 -
Change in operating working capital 28.8 0.1
CASH FLOW FROM OPERATING ACTIVITIES 414.5 406.9
Cost of net debt 7.3
Corporate income tax paid TN {133.y)
* NET CASH FLOW FROM OPERATING ACTIVITIES 3053 281.1
Acquisitions of inlangible assets {7.3)
Acquisitions of property, plant and equipment {95.4)
Acquisitions of investments in associates (17.2)
Acquisitions of other long-term investments {12.0y
Amounts payable relating to fixed assets 08
Proceeds on disposals 103 0.6
CASH USED IN INVESTING ACTIVITIES {142.8) {130.5)
Dividends paid b (64.8}
Increase/(decrease) in shareholders’ equity 1e0is {16.5)
CASH USED IN FINANCING ACTIVITIES {146.5) (81.3)
Effect of changes in the scope of consolidation R 0.5)
Effect of foreign exchange differences i {0.1)
CHANGE IN NET CASH POSITION 258 68.7
Net cash position at 1 January™ ) 448.8
Net cash position at 31 December=* 8. 5175
CHANGE IN NET CASH POSITION 258 €8.7
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* Cakcudation of operating cash flow

in mikons of ewros

2005 2004
Netincome - Group's share 247.0 2139
Depreciation and amortisation i, 50.0
impairment losses RS 1.3
Dervatrves marked 1o market 1.° -
Change in provisions iy 2.9
Share in net ncome/(fosses) of associates 270
Minority interests 1 4.5
Capital gains and losses on disposals : 1.0
Deferred tax v 48]
Other s 0.
OPERATING CASH FLOW 31038 291.7
Cost of nei debt iR 7.3
Current tax charge e 122.4
OPERATING CASH FLOW
befere cost of net deb! and current tax charge 443.3 406.8
** Reconcitation of nel cash position at 31 Decermber

in mihons of ewros
311272005 01/01/2005 31/12/2004

Cash and cash equivalents 608.7 608.7
Borrowings and dett FE {91.2) (91.2)
NET CASH AND RET CASH EQUIVALENTS 543.3 511.5 517.5
Liabilties relating to commitments to buy out minoaty sharehoiders el (2.5} -
NET CASH ON THE CONSOLIDATED BALANCE SHEET 5401 515.0 517.5
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Notes to the Consolidated Financial Statements

NOTE 1 - ACCOUNTING POLICIES

The Hermés Group's consolidated financial statements for
the year ended 31 December 2005 have been prepared in
accordance with International Financial Reporting Stan-
dards (IFRS) as adopted by the Eurapean Union as of 31
December 2005. Under European Regulation 1606/2002
of 19 July 2002, companies listed on a regulated stock
exchange in one of the European Union member states
are required to prasent their consoidated financial state-
ments for financial years commencing on or after 1 Janu-
ary 2005 in accordance with IFRS.

Amendment to IAS 39, “Cash Flow Hedge Accounting of
Forecast intragroup Transactions™, which is mandalory as
from 1 January 2006, has been applied as from 1 January
2005. As of the closing date of these consolidated finan-
cial statements, tha following standards and interpretations
had beenissued, but their application was not yet effectiver
+ [FRIC 4 - Determining whether an Arrangement Con-
tains a Lease;

* FRIC 5 ~ Rights 1o Interests Arising from Decommis-
sianing, Restoration and Environmental Funds;

+ IFRS 7 - Financial Instruments: Disclosures.

The adoption of these standards and interpretations will
have no material impact on the future publication of the
Group's consolidated financial statements.

NOTE 1.1 - PRESENTATION OF COMPARATIVE
INFORMATION

2004 comparative financial statements

under IFRS

Comparative financial information for 2004 has been
drawn up under IFRS and prepared by applying to 2004
figures the {FRS standards and mterpretations that the
Hermés Group has applied in preparing its consolidated
financial statements for the year ended 31 December
2005.

It shaows the impact of the transition to IFRS on:

< the balance sheet as of the transition date, i.e. 1 Janu-
ary 2004;

+ the income statement for the year ended 31 December
2004;

+ the balance sheet as at 31 December 2004;

* the balance sheet as at 1 January 2005, the date of the
first-time adoplion of IAS 32/39 on financial instruments.

The corresponding transition statements are included in
Note 35 to these Notes to the Consolidaled Financial
Statements.

To enable he reader comectly to understand the changes
in the balance sheet for the year, the apening balances as
at 1 January 2005 shown in the Notes include the impact
from the application of LAS 32 and 39.

NOQTE 1.2 - FIRST-TIME ADOPTION OF IFRS

The Hermés Group has applied the rukes for first-time
adoption, as defined by IFRS 1. which provides guidance
on preparing the financial statements under IFRS for the
first time. The general principle is to apply all standards in
effect as of 31 December 2005 retrospectively and to
recognise the effect of changes in accounting policies
under “Retained eamings” at the transilion date.

To overcome the practical difficulties involved in full retro-
spective application, IFRS 1 provides for alternative treat-
menis. In this respect, the Hermés Group has applied the
following alternative treatments: .

+ pusiness combinations {IFRS 3) prior 10 1 January 2004
have not been restated;

* the Group did not elect to measure its property, plant
and equipment and intangible assels at fair value in its
opening balance sheet;

* ranslation adjusiments were transferred to equity and
deemed to be zero al the transition date;

* IAS 32 and 39 were applied at 1 January 2005 for the
first time without retrospective adjustrments to the 2004
accounts under IFRS.

NOTE 1.3 - SCOPE AND METHOD

OF CONSOLIDATION

The consolidated financial statements include the financial
statements of Hermés International and material sub-
sidiaries over which Hermés International directly or indi-
rectly exeris exclusive control, joint control or significant
influence.

Exclusive control

Exciusive control is presumed to exist when the Group
holds maore than 50% of the volting rights.

Nevertheless, it can be considered that a company is
under exclusive control when less than 50% is held pro-
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vided that the Group holds the power to govemn a com-
pany’s financial and operational policies so as lo derive
benefils from its business aclivities.

The financial statements of companies under exclusive
control are fully consolidated. Under the full consolidation
method, assels, liabilities, equity, income and expenses
are combined in fudl on a line-by-line basts. Minonty inter-
esls in equily and in net profit are identified separately
under “Minarity inlerests”™ in the consclidaled balance
sheat and the consolidated income statement.

Joint control

Entities owned by the Group in which the power to govern
financial and operating policies is contractually shared with
one or more other parties, none ol which exercises effec-
tive control, are accounted for using the equity method.

Significant influence

The financial statements of "associales”, or other compa-
nies over which the Group has significant influence, which
is presumed to exist when the Group's percentage of con-
trol exceeds 20%, are accounted for using the equity
method.

Newly consolidated and deconsolidated
companies

Subsidiaries are included in the consolidation as from the
date on which conlrol is effectively transterred to the
Group. Divested subsidiaries are excluded from the con-
solidation from the date on which the Group ceases to
have control.

NOTE 1.4 - TRANSLATION
OF FOREIGN-CURRENCY ITEMS
The Group's financial staterments are drawn up in ewros.

Foreign-currency transactions

Forgign-currency transactions are recorded on initial
recognition in euros, by applying to the foreign currency
amounl the exchange rate between the reporting curency
and the forexgn currency at the date of the transaction {his-
torical rate). Monetary assets and liabilities denominated in
loreign cumencies at the balance sheet date are ranslated
using the closing exchange rate. Foreign exchange trans-
lation differences are recognised in income or expenses.
Non-monetary assets and liabilities denominated in foreign
currencies and recorded at historical cosl are translated
wusing the exchange rate at the transaction date.

Translation of the financial statements

of foreign companies

Financial statements expressed in foreign currencies are
transiated in accordance with the following principles:

+ balance sheets are transialed at the official year-end
exchange rate;

+ incoma statements are transtated at the average annual
exchange rate for each currency;

+ statements of cash flows are translated at the average
annual exchange rate for each currency;

+ the translation adjustment attributable 1o the Group aris-
ing from the impact on sharehoiders” equity of the difer-
ence between historical exchange rates and year-end
exchange rates, and from the use of different exchange
rates for the income statement and balance sheet, is
shown separately in consolidated shareholders’ equity.
The same principle is applied to minority interests.

Any goodwill and any fair value adjustments arising on the
acquisition of a foreign entity are ¢considered to be assets
and liabilities of that loreign enlity. Therelfore, they are
expressed in the entity’s functional currency and converted
at closing rates.

First-time adoption: In accordance with the option allowed
by IFRS 1, cumutative translation differences as of the tran-
sition date were deemed to be zero. They were reversed
out and transferred to consolidated reserves, and equity
was unchanged, Consequently, translation differences
prior 1@ the date of transition to IFRS will not be taken into
account in future gains or losses on the disposal of con-

‘sotidated entities or associates.

NOTE 1.5 - FINANCIAL YEAR-END

The consohdated financiat statements are prepared on the
basis of annual financial statements or interim accounts as
at 31 December.

NOTE 1.6 - ELIMINATIONS OF INTRAGROUP
TRANSAGCTIONS

The income statement effect of intragroup transactions
such as margins on inventories, gains or kosses on dis-
posals, impaiment of shares in ¢consolidated companies,
and impairment of loans to consolidated companies, has
been eliminated,

These transactions are subject to corporate income tax.
Bividends and interim dividends received by the Group
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Notes to the Consolidated Financial Statements

trom consolidated companies are elimnated on consof-
dation. A matching amount is recorded in consolidated
reserves.

In tha case of companies accounted for using the full con-
solidation method, intragroup accounts are eliminated
i full.

NOTE 1.7 STRUCTURE OF THE CONSOLIDATED
BALANCE SHEET

In accardance with IAS 1, the Group classifies its assets
and liabilities on its balance sheet as current and non-
current. An asset or liability is classified as current:

+ when the Group plans to realise an asset or pay a liabi-
ity within twelve months or within the Group's normal oper-
ating cycle;

+ when the relevant asset or liability is held tor the purpose
of being traded.

IAS 12 specifies that deferred lax balances shall not be
classified as non-current assets or liabilities.

NOTE 1.8 - FIRST-TIME CONSOLIDATION

AND GOODWILL

In accordance with IFRS 3, business combinations are
accounted for by use of the purchase method. When a
company under exclusive control is consolidated for the
first time, the assets, liabilities and contingent labilities of
the acquired company are measured at fair value, in accor-
dance with IFRS rules.

This valuation is carried out within no mora than one year,
in the currency of the acquired entity.

The resuiting valuation adjustments are recognised under
the assets and liabilities to which they relate, including the
share attributable to minority shareholders, and not just
the share of net assets acquired. The residual difference,
which is the difference between the acquisition cost and
the share of net assets measured at fair value, is recog-
nised under goodwill.

The valuation of identifiable intangible assets recognised
upon first-time consolidation is based mainly on the work
of independent experts, taking into account seclor-spe-
cific criteria that enable such valuations to be monitored
subsequently.

First-time adoption; Business combinations existing prior
lo the lransition date (1 January 2004) have not been
restated, in accordance with the option allowed by IFRS 1.

It is specified that no goodwit has been allocated directly
to shareholders’ equity in application of the position
adopted in COB Buletin No. 210 for transactions occurring
prior to tha first-lime application of Comité de Réglemen-
tation Comptahle Regulation 99-02.

In accordance with IFRS 3, goodwill is not amortised.
Goodwill is reviewed annually, when the budgel is drawn
up, to ensure that the residual net value does not exceed
the recoverable amount in respect of the expected return
on the investment in the subsidiary in question (deler-
mined on the basis of future anticipated and discounted
cash flows).

Goodwill of associates is recognised under “Invesiments in
associates”.

When impairment ¢riteria as defined by IAS 36 indicate
that these investments may be impaired, the amount of
such impairmen! is delermined in accordance with the
rutes defined by IAS 36.

Goodwill irnpairment is not reversible.

NOTE 1.9 - INTANGIBLE ASSETS AND PROPERTY,
PLANT AND EQUIPMENT

In accordance with IAS 16, “Property, Plant and Equip-
ment” and IAS 38, "Intangible Assets™, only those items
whose cost can be reliably determined and from which it
is probabile that future economic benefits will flow to the
Group are recognised as intangible assels or property,
plant and equipment.

Intangible assets

Intangible assets, vatued at amortised historical cost, con-
sist primarily of:

+ lzasehold rights;

* patents, models and brands other than internally gener-
ated brands; and

* compuler soltware.

Leasehold rights are generafly deemed o be fixed assets
with an indefinite life and are subject to impairment if their
net value on the books is higher than their probable realis-
able value.

Other intangible assets are amortised on a straight-line
basis over pericds ranging from three years to no more
than five years and are considered to be assets with a
finite fife.

It is specified that internally generated brands and
items that are similar in substance are not recognised
under intangible assels in accordance with IAS 38.
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Costs incurred in this respect are recognised fully as
expenses.

First-time adoplion: In adopting the standards for the first
time, the Group did not apply the option to measure intan-
Gible assets al fair value, as allowed by IFRS 1.

Property, ptant and equipment

Property, plant and equipment are stated al historical
acquisition cost, less accumulated depreciation and
recognised impairment osses, and depreciated, generally
using the straight-line method, over the following average
estimated useful lives:

* buildings: 30 to 50 years;

+ leasehold improvements, furniture and fixtures: 10 to
20 years depending on the expecled useful life of the asset
in question, and not exceeding the term of the lease
(in particular in the case of stare fittings):

+ machinery, plant and equipment: 10 to 20 years:

* other items: 310 10 year's al most.

The different components of an asse! are recorded as
separate items when their estimated lives, and therefore
the periods over which they are depreciated, differ signifi-
cantly, Where an asset is made up of components with
different useful ives, these components are recorded as
separate items under “Property, plant and equipment”™.
Gains or losses on disposals of property, plant and equip-
ment represent the difference between the sale proceeds
and the net carrying amount of the divested asset, and are
included in "Other operating income and expenses”.

First-time adoption: In adopting the standards for the first
time, the Group did not apply the option to measure prop-
erty. plant and equipment at fair value, as allowed by
IFRS t.

Finance lease agreements

Property acquired under finance lease agreements is cap-
italised when the lease effectively transfers to the Group
virtually all risks and rewards incident to ownership of such
property.

The criteria for evaluating these agreements are based pri-
marily on:

+ the lease term as a proportion of the life of the leased
assets;

+ total future minimum payments as a ratio of the iair value
of the asset financed;

+ whather awnership is transferred at the end of the lease;
+ whether the purchase option is attractive;

* the features specific 1o the leased asset.

Finance leases identified in this way. if they are material, are
restated s0 as 1o show:

+ on the asset side of the balance sheet, the original value
of the property in question and the theoretical depreciation
thereon {wherein the original value is the lower of the pre-
sent value of the minimum lease payment amounts or the
fair value of the leased asset at the inception of the lease);
+ on the kabilities side of the balance sheet, the corre-
sponding debt;

+ under financial expenses and deprecation, the minimum
lease payments under the agreement, such that the
finance charges are allocated to periods during the lease
term 50 as to praduce a constant periodic rate of interest
on the remaining batance of the liability for each period.

If the option to buy the asset is exercised, the asset is
depreciated in accordance with the principles applied by
the Group.

Leases that do not have the characteristics of a finance
lease are treated as operating leases, in which case only
the rents are recorded under income in accordance with
the contract terms, if applicable, or an a straight ne basis
over the lease term.

First-time adaption: First-time adoption had no impact on
the Group's finance lease agreements. Under French
GAAP, the Group applied the "preferential method”,
wherein finance lease agreements were recognised under
fixed assets.

Investment property

fn accordance with IAS 40, “Investment property”, property
held by the Group 10 earn rental income has been reclas-
sified under “Investment property”. For property that is held
for use both for the supply of goods and senvices and as
investment property, the two components have been iden-
tified separately and recognised in accordance with 1AS
16 and 1AS 40, respectively.

As in the case of property, plant and equipment, invest-
ment property is recognised at historical acquisition cost
less accumulated depreciation and recognised impairment
losses, over the same depreciation periods as those apply-
ing to other property, plant and equipment.
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NOTE 1.10 - IMPAIRMENT OF ASSETS -
IMPAIRMENT LOSSES

In accordance with 1AS 36, impairment of Assets, when
events or changes in the market erwironment incticate that
there is the risk of an impairment loss on:

¢ intangible assets;

* property, plant and equipment;

* investment propenty;

* goodwill,

these assets are required {0 undergo a detailed review so
as to determing whether their net carrying amount is lower
than their recoverable amount, which is defined as the
higher of fair value (less dispasal cost) or value in use. Value
in use is the present value of estimated future cash flows
expected 1o arise from the use of an asset and from its
disposal.

1f the recoverable amount is kower than the net camying
amount, an impairmen! loss equal to the difference
between these two amounts is récognised. Impairment
losses on intangible assets and property, plant and equip-
ment with a finite life may subsequently be reversed if the
recoverable amount rises above the net camying amount
{up to the amount of the impairmen? loss initially recog-
nised).

The Group tests tor impairment of assets each year during
the hudget period so as to take the most recent data into
account, if internal or external events or circumstances
indicate imparment losses, the frequency of impairment
testing may be revised.

Model

In determining the recoverable amount of intangible assets,
assets to which independent cash flows cannot be direcily
allocated are grouped within a cash-generating unit {(CGU)
to which the assaets are attached. The recoverable amount
of the CGU is measured using the discounted cash flow
(OCF} methed. applying the following principles:

* cash flow (before tax) figures are derived from a medium-
term (five-year) business plan developed by the entity in
question;

+ the discoun! rate is determined based on WACC for the
Group adjusted for local inflation and ary country risks;

¢ terminal value is calcutated as the sum of cash flows
generated each year and the terminal value, which is deter-
mined based on normative cash fiows by applying a zero
growth rate to infinity.

The Hermes Group has defined the following CGUSs:

+ sales units (branches). which are treated indapendently
from one another;

+ husinesses cenired on production/distribution of one
type of product, such as Perfumes, Watches or Tableware;
* separate productiaon activities {Leather Goods produc-
tion, Silk Products production);

+ associates;

* goadwill;

* invesiment property.

NOTE 1.11 - FINANCIAL ASSETS AND LIABILITIES
Financial assets include long-term investments (non-
consolidated investments and other investment securities),
loans and financial receivables, and the positive fair value
of derivatives.

Financial liabilities include borrawings and debt, bank lines
ol credit and the negative fair value of derivatives.
Financial assets and liabilities are shown in the balance
sheet under current or non-current assets or liabilities,
depending on whether they come due within one year or
in more than one year, with the exception of trading
derivatives, which are recorded under current assets or
liahilities.

Operating payables and receivables and cash and cash
equivalents fall within the scope of 1AS 39 and are pre-
sented separately on the balance sheet.

1.11.1. Classification of financial assets and
liabilities and vatuation methods

A_ Financial assets and liabilities stated at fair value
with changes in fair value recorded in the income
statement

Financial assets and liabilities stated at fair value with
changes in fair valug recorded in the income statement arg
classified as such at the inception of the transaction {or
the following reasons:

+ they were bought with the intention of reseling them in
the near future; or

+ they are derivatives that do nol qualify as hedging instru-
ments (trading derivatives); or

* the Group has elected to classify them in this category
as allowed by IAS 39.

These assets are initially recognised al acquisition cost
exduding incidental acquisition expenses, At each halance
sheet date, they are measured at fair value.
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Changes in fair value are recorded in the income state-
ment under “Other financial income and expenses™.
Dividends and interest recetved on assets measured al fair
value are recognised in the income statement under "Other
financial income and expenses”.

B. Held-lo-maturity financial assets

This category covers fixed-lerm financiat assets, bought
with the intention and ability of holding them until maturity.
These items are recognised at amortised cost. Interest is
calculated at the effective interest rate and recorded in the
income statement under the heading "Other financial
income and expenses”.

C. Loans and financial receivables

Loans and financial receivables are valued and recognised
at amortised cost less any provision tor impairment.
Interest is calculated at the effeclive interest rate and
recorded in lhe income statement under the heading

“Other financial income and expenses”.

D. Avaitable-for-sale financial assets

Available-for-sale financial assets include non-consolidated
investments and investment securities. They are slated at
fair value as of the balance sheet date. Unrealised gains or
losses on available-for-sale financial assets are recorded
under sharehaolders' equity. For instruments quoted on an
active market, the fair value is the market value, lf the fair
value cannot be reliably estimated by other generally
accepled valuation methods such as discounted tuture
cash flows, these instruments are valued at acquisition
cost less accumulated impairment.

For available-for-sale financial assets represented by debt
securities, interest is calculated at the effective interest rate
and credited to the income statement under the heading
“Other financial income”.

E. Financial liabilities

Financial debts are recorded at amortised cost, with sep-
arate reporting of embedded derivatives where applicable.
Interest is calculated at the effective interest rate and
recorded under the heading “Cost of gross debt™ over the
duration of the financial debt.

F. Derivative financial instruments

SCOPE

The scope of derivative financial instruments applied by
the Group corresponds to the principles set oul in 1AS 39,

According to Group rules, consaolidated subsidianes may
not lake any speculative financial positions.

In compliance with IAS 39, the Group analyses all its con-
tracts, of both a financial and non-financial nature, 1o iden-
tify the existerce of any “embedded” derivatives, Any com-
ponent of a contract that affects the cash fiows of a given
contract in the same way as a stand-alone derivative cor-
responds to the definition of an embedded derivative. If
they meet the conditions set out by IAS 39, embedded
derivatives are accounted for separately from the “host”
contract at the inceplion date.

First-time adoption: The Group has decided to apply
IAS 32/39 only as from 1 January 2005. In accordance
with the option allowed by IFRS 1, no comparative state-
ment as al 1 January 2004 has been prepared upon first-
time adoption.

MEASUREMENT AND RECOGNITION

Dervatives are initially recorded at fair value, based on
quoted prices and marke! data available from external
sources, The Group may also base its valualion on recent
comparable transactions or oninternal models that include
data directly derived from this observable data and are
recognised by market participants.

Changes in tha fair value of these derivatives are recorded
in the income statement, unless they are classified as cash
flow hedges. Changes in the fair value of such hedging
instruments are recorded directly in equity, excluding the
inetiective portion of the hedge.

DERIVATIVES CLASSIFIED AS HEDGES

‘The Group uses derivatives to hedge its foreign exchange
risks.

The Group applies the criteria defined by IAS 39 in classi-
fying derivatives as hedges:

1) the instrument must hedge changes in fair value or cash
flows attributable to the risk hedged, and the effectiveness
of the hedge (i.e. the degree to which changes in the value
of the hedging instrument offset changes in the value of the
hedged item or fuiure transaction) must be between 80%
and 125%;

2) in cash flow hedges, the fulure transaction being
hedged must be highly probable;

3J) refiable measurement of the effectiveness of the hedge
must be passible;
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4) the hedge must be supported by appropriate gocu-
mentation from its inception.

The Group classifies hedges in the loflowing categories:
a) Fair value hedges. These instruments hedge the expo-
sure to changes in the fair value of an asset or liability
recorded in the balance sheet, or a firm commitment 1o
purchase or sell an asset. Changes in the fair value of the
hedged item attributable 10 the hedged component of that
item are recorded in the income statement and offset by
corresponding variations in the fair value of the hedging
instrumment. Only the ineftective portion of the hedge has an
impact on income,

h) Cash flow hedges. These instruments hedge highly
probabie fulure transactions: the variability in cash fiows
generated by Ihe hedged transaction is offset by changes
in the vatue of the hedging instrument.

The effective portion of accumulated changes in the
hedge's fair value is recorded in equity. and the ineffective
portion (i.e. changes in the fair value of the hedghyg instna-
ment in excess of changes in the fair vakie of the hedged
itern} is recorded in the income statement.

When the hedged cash flows maleriafise, the amounis pre-
viously recognised in equity are iransferred to the income
statement in the same way as for the hedged item.

Onty derivative instruments external 1o the Group qualiy tor
hedge accounting, and gains or losses on intemal deriva-
tives are eliminated in the consolidated financial state-
ments. However, in a cash flow hedging relationship initi-
ated via dervatlives internal 1o the Group, hedge
accounting is applied if it can be demonstrated that the
internal derivatives will be matched with similar transac-
tions extemal to the Group.

G. Cash and cash equivalents

Cash and cash equivalents comprise very liquid assets and
very short-term investments, usually maturing within three
months or less of the acquisition date, and with negligible
risk of fluctuation in value,

Investments in flisted shares, investments for a term of over
throe months that are not redeemabte before the maturity
date and bank accounts covered by restrictions {frozen
accounts) other than restrictions due to country- of seclor-
specific regulations {e.g. currency controls) are not
included in cash in the cash flow statement, Bank over-
drafts that are deemed 1o be financing arrangements atso
are not included in cash.

Shares in funds held for the short term and classified as
“Cash equivalents” are recorded at fair vatue, with changes
in fair value included under sharebolders” equity.

1.11.2. impairment of financial assets

Al the year-end., the Group assesses whether there is any
objective evidence thal an asset could have been signifi-
canlly impaired. if so, the Group estimates the asset's
recoverable value and records any necessary impairment
as appropriate for the category of asset concerned.

A. Financial assets recorded at amertised cost
Impairment is equal to the difference between the asset's
net carrying amount and the presen! value of projected
future cash flows discounted at the original etfective inter-
est rate of the financial instrument.

Any impairment loss is included in the income stalement
under the heading “Other financial expenses”. If the impair-
ment loss decreases in a subsequent period, it is reversed
and taken to income.

B. Available-for-sale financial assets

If there is a significant long-term decrease in the {air value
of available-for-sale financial assets, the unrealised loss is
reclassified from equity to income. if, in a subsequent
period, the fair value of an available-for-sale financial asset
increases, the increass in value is recorded in equity for
equity instruments, while for debt instruments, the impair-
ment previcusly recorded is reversed and transferred to
the income statement

NOTE 1.12 - INVENTORIES

Inventories held by Group companies are valued at the
lower of cost (including indirect production costs) or net
realisable value. Cosl is generally calcutated at weighted
average cost or standard cost adjusted for variances.
The cost of inventories includes all costs of purchase,
costs of conversion and other cosls incurred in bringing
the inventories to their present location and condition, as
specified by IAS 2. In particular, discounts and coflection
costs are included in the measurernent of inventories.
Net realisable value is the estimated selling price in the
ordinary course of business less the estimated costs of
completion and the estimated costs necessary to make
the sale.

Impairment provisions are booked to reduce inventories to
net reatisable valua if this is lower than the carying amount.
These impairment provisions are charged to cos! of sales.
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NOTE 1.13 - TREASURY STOCK

Shares held in treasury are recorded at acquisition cost
and are deducted from equity. Gains or losses on the dis-
posal of these shares are recognised directly in equity, with
no impact on nel income.

First-time adoption: First-time adoption of IFRS produced
no impact on 1he treatment of treasury stock.

NOTE 1.14 - SALES AND TRADE RECEIVABLES
Revenues consist of sales of purchased goods, sales of
goods and services produced by the Group’s main busi-
ness operations, and income from royally, licences and
operating subsidies.

Revenues are recognised:

+ when the major risks and benefits anising from ownership
of goods are transterred to the buyer;

+ when the amoun! of revenue can be measured reliably
{measurability principle), .

+ after deducting any volume or trade discounts and ther
benefits on sales from revenues {separability principle):

« if, at the ransaction date, it is probable 1hal the amount
of the sale will be recovered.

In general, sales of goods are accounted for on delivery;
sales of services are accounted for on completion.

A provision is recognised for any trade receivable likely 10
show a risk of total or partial non-recovery.

NOTE 1.15 - SEGMENT INFORMATION

Information by business segment -

primary reporting format

The Hermés Group's business comprises two main seg-
ments: distibution through the Hermeés exclusive network
and distribution via specialist oullets. These two main busi-
ness segments have separale sirategies and structures
and are exposed to different risks and rates of return, Total
revenues from these two segments account for more than
90% of total operaling revenues, and the business activi-
ties that are not classified into one of these segments are
not matenially significant when taken individually.
Distribution through the Hermés exclusive network encom-
passes the following business lines:

* Silk Products;

* Bags and Luggage:

+ Clothing and Accessaries, which includes men and

women's clathing, belts, enamel, leather jewellery, gioves,
hats and Hermés shoes;

+ “Other sectors”, which includes include jewellery, diaries,
small leather articles and Ant of Living products.
Distribution via specialist outlets comprises the ollowing
business lines:

+ Perfumes;

+ Watches;

* Tableware.

“Miscellaneous™ products not included in these two sec-
tors include John Lobb shoes and products manufactured
for brands outside the Group (lextile printing, perfumes).

Information by geographical segment -

secondary reporting format

The definition of geographical segments is based on prox-
imity of business operations, relationships between oper-
ations in different geographical areas, underlying currency
risks, and management operalions and the Group’s struc-
ture, among other things.

Detinition of headings

Segment revenue is directly atirbutable to the relevant
segment.

Segmeni result is segment revenue less segment expense.
It is determined before any adjustments for minority inter-
asts and before tax. [t does not include the result of financ-
ing activities, nor interest or dividend income,

Segment assets are those operating assets that are
employed by a segment in its operating activities and that
either are directly attributable to the segment or can be
allocated to the segment on a reasonable basis. They are
determined after deducting impaimment in value.
Segment assets do not include income lax assets, interest
and dividends receivable, loans, equity investments or any
other income-producing asset, such as investments in
associales. Segment assets include:

+ property, plant and equipment and intangible assets,
investment property and assets that are the subject of
finance leases.

+ goodwill;

* net inventories;

« trade receivables and other operating receivables.
Segment assets do no! include financial assets and
deferred tax assets.

Segment fiabilities are those operating liabilities that result
from the operating activities of a segment and that either
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are directly attributable to the segment or can be allocated
to the segment on a reasonable basis. Segment liabilities
do not include interest, borrowings and other liabilities that
are incurred for financing rather than operating purposes.
and income tax liabilities.

Segment liabilities include:

+ trade and other payables, accrued liabilities and cus-
tomer advances;

* provisions.

The accounting principles applied in determining segment
information are the same as those applied to the financia
statements as a whole, as described in these Noles ta the
Consolidated Financial Statements.

NOTE 1.16 COMMITMENTS TO BUY OUT
MINORITY INTERESTS

The Group has given the minority shareholders of certain
subsidiaries a commitment to buy out their shares.
Pending the release of a specific standard or interpretation
by the 1ASB on the treatment of sales of puls on minority
interests, the Group has recognised these commitments
as follows:

+ the amount of the commitment as of the closing date is
recorded under “Other non-current liabilities™; and

* the commesponding minonty interests are reclassified in
the above-mentioned line item.

Any difference between the amount of the commitment
and the rectassified minority interests is recorded under
“Goodwill", the value of which varies commensuralely
with the value of the commitment. This method of recog-
nition has no impact on the method of presenting minor-
ity interests in the income stalement. However, it eficits
the following comment: under certain interpretations,
goodwill is deducted from equity; under other interpre-
tations, goodwilt is retained as an assetl, but in an
amount that is fixed at the time the interes! is acquired,
and subsequent changes are recorded in the income
statement.

NOTE 1.17 PROVISIONS

A provision is a liability of uncertain timing or amour. it is
recognised when the Group has a present obligation {legal
or constructive) as a resutt of a past event, and it is it is
probable that an outflow of resources will be required o
setftle the obligation. In addition, a reliable estimate of the
amount of the obligation is made based on the information

available 1o the Group when the consolidated financial
statements are prepared.

Restructuring provisions apply to programmes that are
planned and controlled by management, and that materi-
ally change either the scope of the Group's a business
undertaken by an enterprise or the manner in which thal
business is conducted.

Other provisions are called “Provisions for litigation and
other risks”.

In particular, a provision may be set aside to mest obliga-
tions under a contract, when the unavoidable costs of
meeting those obligations exceed the economic benefits
expected 1o be received under il. Obligations may derive
from a contract, through its exphcit or implicit terms, legis-
lation or reguiations, or {rom the Group's actions where
such action creates a valid expectation on the part of
another party that it will discharge an obligation.

NOTE 1.18 POST-EMPLOYMENT

AND OTHER EMPLOYEE BENEFITS

In keeping with the laws and practices in each country
where it has established operations, the Group partici-
pates in pension and retirement benefit schemes for
employees and in top-up schemes for executives and
Senior managers.

For basic pension and other defined-centribution plans,
the Group recognises contributions 10 be pad as
expenses when they are due and does not book any
charges lo provisions in this respect, as the Group has no
obligations other than the contributions paid.

For defined-benefit plans, the Group’s obligations are cal-
cutated each year by an independent actuary using the
projected credit unit method. This calculation is based on
actuarial assumptions and takes into accoun! the
employee's probable future length of service, future salary,
life expectancy and staff tumover.

The present value of the chiigation is calculated by apply-
ing an appropriate discount rate for each country where
the obligations are located. It is recognised on a basis pro-
rated to employee yoars of service.

When benefits are partly funded in advance by external
funds (insurance companies, foundations or others), the
assels held in this way are measured at fair value.

The expense recognised in the income staterment is the
sum of:

+ the cost of services rendered, which constitutes the
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increase in obligations arising from the acquisition of one
additional year of rights; and

* the interest cost, which reflects the increase in the pre-
sent value of the obligations during the period.

Accrued actuarial gains and losses exceeding 10% of the
obligation amount, gross of dedicated investments, or
10% of the market value of these investments at year end
are amorlised over the average residual duration of
empioyment of the relevant employee (“corrdor”™ method).
Certain other post-employment benefits, such as life insur-
ance and health insurance benefits {primarily in Japan), or
forg-term benefits such as long-senice awards (bonuses
paid to employees, mainty in France, based on length of
service), are also covered by provisions, which are deler-
mined using an acluarial calculation that is comparable to
that used to calculate provisions for pension obligations.

First-time adoption: Tha application of the standard pro-
duced no impact on the Group's accounts. The IFRS rules
and policies as set oul in IAS 19 "Ermployee Benefits” were
applied to the 2004 financial statemenis, which were pre-
pared under French GAAP, as a result of the application of
Conseil National de la Comptabililé Recommendation
2003-R.01 on the recognition and measurement of retire-
ment and similar benefits,

The transition to IFRS did not reveal any material long-term
employee benefit obligations that had not previously been
cavered by provisions.

NOTE 1.19 - CORPORATE INCOME TAX

The tax charge includes:

* the curent tax for the year of the companies included in
the consclidation;

¢ deferred tax resulting from timing differences:

- between the taxable earnings and accounting income of
each consolidated company;

- arising from adjustments made to the financial state-
ments of consolidated companies to bring them into fine
with Group accounting principles;

- arising from consclidation adjustments,

Deferred tax
Deterred tax is calculated on all timing differences existing
at year-end (full provision) at the tax rate in force on that
date, or at the raile for the subsequent year where known.
Previous deferred tax is revalued using the same rate (lia-
bifity method).

The main categories of deferred taxes apply 10 restate-
ments of internal profits on inventories, provisions for
inventories and timing differences.

if a recovery risk arises on some or all of a deferred tax
assel, a provision for impairment is recorded.

Deferred tax is also recognised on unrealised gains on
investments in associates. In accordance with IAS 12,
these gains are the difference between the consolidated
valug of these investments and therr tax value. They are
taxed at the reduced rate of 5%. This reduced rate, which
was instituted by the 2004 Amended Finance Act, has
bean adopted based on the following factors:

+ the Hermés Group does not intend to dispose of these
investments in the medium term;

« no distribution of dividends is expected over the medium
term.

Foreign exchange differences arising from the translation of
deferred taxes are recognised in the income statement in
JLeferred tax credits or charges.

Group tax election

The Company has opted for a group tax election, which
took effect from 1 January 1988. Under the terms of an
agreement between the parent company and the sub-
sidiaries included in the group tax election, projected and
actual tax savings or liabilities generated by the Group are
recognised in the income statement in the year in which
they arise.

The main companies included in the group tax election are
Hermés International, Awril-Morioc & Patte, Castile
Investissernents, Compagnie des Arts de la Table, Com-
pagnie des Cristalleries de Saint-Louis, Compagnie Her-
més de Participations, Comptoir Nouveau de la Par-
fumerie, Ets Marcel Gandit, Ganterie de Saim-Junien,
Gordon-Choisy, Hérakfion, Hermés Sellier, Holding Textile
Hermés, immauger, John Lobb, La Manutacture de Selon-
court, La Maroguinerie Nontronnaise, Maroquinerie de Bel-
ley, Maroquinerie des Ardennes, Maroquinene de Sayat,
Motsch Gearge V., Nehel, SC Honossy, SCI Auger-Hoche,
SCI Boissy Les Muriers, SC! Boissy Nontron, Société
d'lmpression sur Etoffes du Grand-Lemps and Sport-Soie.

NOTE 1.20 - ADJUSTMENT OF DEPRECIATION,
AMORTISATION AND PROVISIONS

The impact of accounting entries booked solety to comply
with tax legisiation is eliminated from the consolidated
financial statemens, net of deferred tax.
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These adjustments mainly relate to restricted provisions
and accelerated tax depreciation in French companies,
and 10 impairment provisions for inventories and doubtiut
accounts in foreign companies.

NOTE 1.21 - EARNINGS PER SHARE

In accordance with IAS 33, basic earnings per share is cal-
culaled by dividing the attributable net profit or loss for the
pericdt by the average number of ordinary shares out-
standing during the penod.

The average number of ordinary shares outstanding during
the period is the number of ordinary shares outstanding at
the beginning of the period, adjusted by the number of
ordinary shares bought back or issued during the period
multiplied by a time-weighling factor.

Diluted earnings per share is adjusted for the eflects of all
dilutive potential ordinary shares which may be created
as a result of the conversion of convertible instrumenls,
the exercise of stock options or share wairants, or the
issuance of new shares.

NOTE 1.22 - OPTIONS TO SUBSCRIBE

FOR NEW SHARES OR

TO PURCHASE EXISTING SHARES

Stock oplions granted to employees are recognised as
expenses at fair value, with a corresponding increase in
equity over the vesting period.

The fair value of stock options is determined using a bino-
rial model, which takes into account the attributes of the

plan (exercise price, exercise penod), market data at the
time of allotment {risk-free rate, share price, volatility,
expected dividends) and assumptions on the beneficiaries’
behaviour.

Only those plans granted after 7 Novemnber 2002 under
which the stock options were not vested as of 1 January
2005 are recognised in accordance with IFRS 2 “Share-
based Payment”.

First-time adoption: The application of IFRS 2 has no
impact on the Group's financial staternents insolar as no
plan that had been issued previously is covered by the
scope of the standard.

NOTE 1.23 - EVENTS OCCURRING

AFTER 31 DECEMBER 2005

No significant evert has occurred since 31 December
2005.

The consofidated financial statenents for the year as pra-
sented were approved by the Supervisory Board on
22 March 2006 and will be submitted 1o the shareholders
for approval at the Annual Generat Meeting of 6 June 2006.
The consolidated financial statements for the year were
also reviewed by the Audit Commiftee at its meeting of
16 March 2006.

The dividend that was proposed after the closing date but
before the publication date of the financial statement is
2.50 euros per share.
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NOTE 2 - CHANGES IN THE SCOPE OF CONSOLIDATION

Interest Method

2005 2004 2005 2004

Hermes Korea

89.80% il Full

Hermeés Grace

John Lobb Japan® 45.00% Equity
Leica Camera AG - I.50% Equity
Leica Japon - -
Société Nontronnaise de Confection PR 50.99% Lo Equity
SCI Boissy Belley " 100.00% - Fuft
SCI Boissy Bogny * 100.00% - Full
SCI Boissy Saint-Honoré” 100.00% Futl
5CI Les Jonquilles Soleil* 100.00% Fuh
Société d'Impression Benjalienne ™ 100.00% Fult
Saciélé d'tmpression sur Etotfes du Grand-Lemps 99.97% 7o Fult
Compagnie des Cristalleries de Saint-Louis 98.80% - T Fult

* Change effective as of 1 July 2005.
** Change effective as of 31 October 2005,

The main changes in the scope of consolidation during
2005 were the following:

- Hermes Gréce: As part of its strategy to expand its
operations in Europe, the Hermés Group created a new
subsidiary in Greece during the second half of 2005.
The subsidiary is wholly-owned by Henmés International
and its head office is located in Athens;

- John Lobb Japan: To reinforce the distribution poten-
tial for John Lobb products in Japan, all of the shares
in the subsidiary, which was previously accounted for
by the equity method, were bought by John Lobb & Co
and Hermés Japon during the second half of 2005,

- Leica Japon: Creation of a joinl venture between
Leica Camera AG (36.18% owned by the Hermés
Group) and Hermés Japon:;

-Société d'lmpression Berjalienne: To simplify the
structure of the Textiles division, Société d'Impression
Berjalienne was merged with and into Ateliers A.S. by
the transfer of all of its assets to Ateliers A.S., which
owned 100% of its share capital. It is noted that Ateliers
A.S. is in turn wholly-owned by the Group;

— SCI Boissy Saint-Honoré was merged with and into
Maroquinerie de Sayat;

- SCi Les Jonquilles Soleil was merged with and into La
Manufacture de Seloncourt;

- SC1 Boissy Belley was merged with and into Maro-
quinerie de Belley;

- SCI Boissy Bogny was merged with and into Maro-
quinerie des Ardennes.
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NOTE 3 - INTANGIBLE ASSETS

i milions of ewos

01/01/2005 Increases Decreases Currency Other INN2Z/2005

impact
Leasehold righls 333 1.1 0.7} 0.2 -
Purchased goodwill 3.0 - - - - e
Concessions, patents, licences
and software 14.1 1.7 - (¢} 0.4
Other intangible assets 20.0 5.6 0.2} 0.1 1.2
Total gross value 704 84 {0.3) 04 16 0.5
Amortisalion of leasehold rights 16.6 0.7 {0.1) a1 - -
Amortisation of purchased goodwil 2.7 - - - - b
Amortisation of concessions,
patents, ficences and software 10.6 1.5 - 0.1 03
Amortisation of other intangible
assets 15.6 1.7 0.1) - -
Impairment losses 08 0.2 - - -
Total amortisation
and impairment losses 46.3 4.1 {0.2) 0.2 [ 50.7
Total net value 24.1 4.3 {0.1) 0.2 1.3 29.5

NOTE 4 - PROPERTY, PLANT AND EQUIPMENT A
in mithons of ewros

01/01/2005 Increases Decreases Currency Other 31/12/2005

impact
tand 120.6 2.4 - 3.0 0.1
Buildings 2245 1.8 (3.9 2.5 2.2 e T
Machinery, plant and equipment 96.9 7.5 {1.9) 0.5 {3.1)
Other property, ptant
and equipment 275.6 23.9 (4.6} 15.7 149 RN
Construction in progress 228 36.4 - 2.9 {10.6) HE
Total gross value 740.4 82.0 (104) 246 a5 Bag.i
Depreciation of buildings 742 1.4 (4.0 0.6 {2.6) M,
Depreciation of machinery, ptant
and equipment 63.2 55 (1.8) 0.2 {2.6) 55
Depreciation of other property, plant
and equipment 137.1 28.6 (3.9 7.2 8.2 P
Impairment josses 15.2 1.9 - 0.2 20 s
Total depreciation
and impairment losses 289.7 47.4 {9.7} B2 50 3406
Total net value ] 450.7 46 (0.7) 16.4 {1.5) 499.5
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No item of property. plant or equipment has been
pledged as debt collateral. Furthermore, the amount
of these assets in lemporary use is nol material when
compared with the total value of property, plant and
equipment,

Impairment losses on intangible assels and property,
plant and equipment relate to production cperations

and stores considered t0 be insufficiently profitable
based on the criteria set forth in IAS 36.

It is noted that the cash generating units on which
impairment losses have been recognised are nat indi-
vidually material when compared with the Group’s
overall revenues.

NOTE 5 - INVESTMENT PROPERTY

n milions of euros

01/01/2005 Increases Decreases Currency Other I1/12/2005

impact
Land 0.7 24 - - -
Buitdings 4.0 5.6 - 0.3 -
Total gross value 4.7 8.0 - 0.3 - 3.8
Depreciation 0.6 0.2 - - - S
Total net value 4.1 7.8 - 0.3 - 2.2

It is noted that neither the Group nor its subsidiaries
are bound by any contractual obligation to buy, build
or develop any investment property, existing or other-
wise.

Moregver, the costs incurred for the upkeep, mainie-
nance and improvement of investment assets are nol
material, nor, to the best of our knowledge at this time,
likely to change materially over the next several years,

ARental income derived from investment property
amounted 10 0.3 million euros.

As at 31 December 2005, the estimated fair value of
invesiment property was 20 million euros. This esti-
mate is based on valuation work carried out by inde-
pendent experts at appropriate intervals.

The valuations are based mainly on real eslate transac-
tions for comparabie properties and on indicators estab-
lished by recognised organisations or professionals.

NOTE 6 - FINANCE LEASES

n milions of ewros

01/01/2005 Increases Decreases Currency Other 3112/2005

impact
Buildings held under finance leases 55 - - - 5.5 -
Total gross value 5.5 - - - (5.5) -
Depreciation of property held
under finance leases 23 - - - {2.3)
Total net value 32 - - - 3.2 -

Buildings held under finance leases included a prop-
erty in Milan held under a finance lease. This lease
expired on 15 December 2005. All kabilities under the
lease have been repaid and no rents remain payable
under the terms of the lease.

As of 31 December 2005, the Group no longer has
any finance leases as defined by IAS 17,
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NOTE 7 - GOODWILL

in milkons of ewros

01/01/2005 Increases Decreases Currency Other 3112/2005

impact

Goodwill 52.5 0.4 - 1.8 0.4 P
Total gross value 52.5 0.4 - 1.8 0.4 531
Amortisation booked

betore 1 January 2004 329 - - 1.3 - Ly
Impairment losses 0.8 0.3 - - 0.1 Z
Total amortisation

and impairment losses 337 03 - 1.3 0.1 35.4
Total net value 18.8 0.1 - 0.5 0.3 19.7

During the year, material changes in goodwill refated o
the following:

- Socigté Nontronnaise de Confection, tor which
gooawill of 0.1 million euros was recognised when the
Group acquired the shares held by minority share-
holders;

- Compagnie des Cristafleries de Saint-Louis, for which
goodwill of 0.2 million euros was recognised when the
Group acquired the pre-emptive rights held by minor-
ity shareholders.

The impact of exchange rates increased the gross
value of goodwill by 1.8 million euros.

It is noted that amortisation booked before 1 January
2004 has not been restated, in accordance with the
exceptlion allowed by IFRS 1.

It is noted that the cash generating units gn which
impairment l0sses have been recognised are nol indi-
vidually material when compared with the Group's
overall business. Furthermore, no goodwil with an
indefinite fite is allocated 10 several CGUSs.

NOTE 8 - INVESTMENTS IN ASSOCIATES

a - Value of shares in associates

in millions of ewros

31/12/2005 01/01/2005

Financiére Saint-Elof s (1.6}
Gaulme 13.6
Groupe Perrin 3.7
John Lobb Japan® 0.8
Leica Camera AG -
Leica Japon -
Maroquinerie Thierry 01
Sociéte Nontronnaise de Confection™ -
Saoficuir International 117
TOTAL 377 284

* Accounted for under the equity method until 30 June 2003,
** Accounted for under the equity method untl 31 December 2004,

All these entities have a financial year-end of 31 Decem-
ber, with the exception of Leica Camera AG (31 March).
However, this company draws up a financial pasition as

at 31 December of each year for purposes of its con-
solidation into the Hermés Group.
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b - Change in investments in associales
This item is broken down as follows:

» mitions of ewros

Investments in associates as at 1 January 2005 284
Change in goodwill recognised for associates e
Impaiment provision* ¢
Dividends paid -
Impact of changes in scope of consolidation

Share of 2005 net income i
Other w3t
tnvestments in associates as at 31 December 2005 377

* For Leica Camera shares.

¢ - information on associates

i miions of euos

2005 % Market Sales Nat Fixed Equity Total
interest capitalisation income assels assets
Financiére Saint-Eloi 20.00% n/a N/A N/A N/A N/A N/A
Gaulme 35.00% na 287 {1.0Q) 315 12.8 453,
Groupe Perrin 39.52% n/a 270 20 3.0 14.2 224
Leica Camera AG* 36.18% 66.0 93.7 {19.8) 12.4 2.7 809
Leica Camera Japan Co  67.45% n/a 6.1 0.7} 1.0 20 9.2
Maroquinerie Thierry 43.82% na 2.4 {0.1) 0.4 0.3 08
Soficuir International 49.60% n/a 47.4 3.2 6.0 26.8 59.0
* Figures for the financial year from 1 Apeil 2004 untd 31 March 2005.
rfa: not appicable; N/A: not available.
. o mbons of ewros
2004 % Market Sales Net Fixed Equity Total
interest capitatisation income assets assels
Financiére Saint-Elot 20.00% n/a 912 (20.3) 19.9 (1.6} 799
Gaulme 35.00% na 26.8 (9.3) 339 150 46.9
Groupe Perin 39.52% na 225 (0.2 32 121 222
John Lobb Japan® 45.00% na 3.6 0.2 1.3 2.0 33
Leica Camera AG*™* 31.50% 18.1 118.1 (3.9) 17.4 219 949
Maroquinerie Thierry 43.82% n/a 22 {0.3) 0.5 0.4 1.0
Société Nontronnaise
de Conlection™" 50.99% n/a 1.0 0.2} - 0.1 0.4
Soficur International 49.60% na 43.7 3.6 5.6 23.7 51.7

* Accounted for under the equity method until 30 June 2005,

** Figwres for the financial year from 1 Apr 2003 wuntid 31 March 2004,
- Accounted for under the equity method untd 31 December 2004.

n/a: not applicable.
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NOTE 9 - AVAILABLE-FOR-SALE SECURITIES AND HELD-TO-MATURITY SECURITIES

in milions ol euwos

01/01/2005 Increases Decreases Curmrency Other 31/12/2005
impact
Cther investments
in non-consolidated companies 1.1 - (0.3) - - L
Other long-lerm invesiments 10.6 9.2 (1.3 - - e
Total gross value 1.7 9.2 (1.5) - - 19.3
Depreciation 2.5 01 0.7) - - b
Total available-for-sale securities 9.2 9.1 0.9) - - 17.4
Other long-term investments mainly include 6.1 million
euros in life insurance in Japan and 9.2 million eurgs in
a liquidity contract entered inta in 2005.
n milions of ewrocs
01/01/2005 Increases Decreases Currency Other 31/12/2005
impact
Other long-term securities 1.2 9.2 - - - )
Cther term investments 12.0 15.0 - - - P ra
Total gross value 232 24.2 - - - 47.4
Depreciation - - - - -
Total held-to-maturity securities 232 24.2 - - - 47.4

Other long-term securities include 11.6 million euros in
{eica Camera AG convertible bonds subscribed for
during 2004, which are revalued each year ai the effec-

tive interest rate of 9%.

Changes during the year include B milion euros for sub-
scription to Gaulme bonds with warrants.

Term investments, which are not liquid, include term
deposits with banks held for more than three monihs.

NOTE 10 - LOANS AND DEPOSITS

in millions of ewros

01/01/2005 Increases Decreases Currency Other INNM22005
impact
Loans and depaosits 12.6 22 0.6) 0.6 0.5 tio
Depreciation 0.1 0.1 - - - A
Total loans and deposits 12.5 21 (0.6) 0.6 0.5 15.1

Security deposits amounted to 11.1 million euros at

31 December 2005.
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NOTE 11 - INVENTORIES AND WORK IN PROGRESS

in mifions of ewros

31/12/2005 01/01/2005

Gross Impairment Net Net

Purchased goods, semi-finished and finished goods RS R S 189.8

Raw malerials and work in progress BT T Pt 100.4

Total inventories and work in progress d47.0 125.4 3z22.2 290.2
The net charge to provisions for inventories was No inventories were pledged as debt coltateral.

10.1 million euros for 2005 compared with a reversal
of 4.8 miion euros in 2004.

NOTE 12 - TRADE RECEIVABLES AND OTHER RECEIVABLES

i mulions of ewros

31/12/2005 01/01/2005

Gross Impairment Net Net .
Trade receivables : " s 111.6
Current tax receivables . T 6.8
Other receivables Do RO 37.5
Total other receivables 161.6 5.8 1548 1559

All accounts receivable are due within one year.

NOTE 13 - CASH AND CASH EQUIVALENTS

n mitions of ewros

IN/M2/2005 01/01/2005
Cash and cash equivalents el 13.1
Marketable securities tuelh 4956
Cash and cash equivalents 605.3 608.7
The majority of marketable securities consisis of All cash and equivalents mature in less than three
invesiments in the euro money market, months and have a sensitivity of less than 0.5%.

A breakdown of cash and equivalents by foreign cur-
rency and interest rate is shown in Note 26.
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NOTE 14 - MINORITY INTERESTS

1 mitions of euros

/1272005 01/01/2005 311212004
Minority interests as at 1 January 17.2 18.2 18.2
Impact of changes in the scope of consolidation Li 1.3) {1.3)
Translation adjustment on foreign companies o {©.9) {0.5)
Minority interests in dividends distributed k. (1.3) {1.3)
Minority interests in net income Z5 4.5 4.5
Change in commitments o buy back minority interests o {2.9) -
Other 0.1 0.1
Minority interests as at 3t December 215 17.2 19.7
NOTE 15 - PROVISIONS

a - Provisions by maturity and by category

in mions of euros

Current Non-current 31/12/2005 01/01/2005

Provisions for litigation and other risks 13.8 0.7 12,6
Provisions tor restructuring 1.3 - 1.4
TOTAL 15.1 0.7 158 14.0
b - Changes in provisions

in mifions ol euros

01/01/2005 Charges Amounis Currency Qther 31/12/2005
reversed” impact

Provisions for litigation
and other risks 12.6 6.4 (5.5) 0.1
Prowisions for restructuring 14 0.6 {0.7) - A
TOTAL 14.0 7.0 (6.2} 0.1 15.8
© Amounts used:
Provisions for kligation and other risks 33
Provisions 1or restrociuring 07
Total 4.0
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NOTE 16 - POST-EMPLOYMENT AND OTHER EMPLOYEE BENEFITS

a - Description of plans

Hermes Group employees are eligible for short-term
benefits (paid leave, sick leave, profit sharing), long-
term benefits {fong-service awards) and post-employ-
meni benefits under defined contribution/defined ben-
efit plans {mainly lump-sum retirement benelits, and
supplemental pension schemeas).

Post-employment benefits are awarded either through
defined-contribution plans or defined-benefit plans.

* Defined-contribution plans

Under these plans, regular payments are made to out-
side organisations, which are responsible for their
administrative and financial management, These plans
release the employer from any subsequent obligation,
as the outside organisation takes responsibility for
paying amounts due to empioyees {basic Social Secu-
rity old-age plan, ARRCO/AGIRC supplemental pen-
sion plans, deftined-contribution pension funds).

s Detfined-benelfit plans

Under these plans, the employer assumes an obliga-
tion vis-a-vis its employees. If these plans are not
entirety funded in advance, an allowance is booked to
a provision,

Post-employment and simitar obligations {Defined
Benefit Obligations or DBOs) are measured using the
projected credit units method, based on actuarial

assumptions that iake into consideration specific con-
ditions, primartly macroeconomic conditions, in the
different countries in which the Group operates.
Changes in actuarial assumptions and experience
efiects give rise 10 actuarial gains or losses, which are
recognised in accordance with the "corridor™ method.
Under this method, actuarial gains or losses exceed-
ing 10% of the maximum difference between the
asset allocated for covering the obligation and the
obligation are amortised over the residual life of the
plans.

For the Group, the main defined-benefit plans apply
mainly to:

- Lump-sum retirement benefits in France, ltaly,
Switzerland and Japan: These are calculated based
on employee length of service and sadary upon reach-
ing retirement age. These obligations are partially or
entirely outsourced depending on the country;

- Long-service awards in France: These are awards
for longstanding service or outstanding initiatives faken
by empioyees or persons treated as employees dur-
ing their careers, or for skills enhancement. The
awards are issued with a bonus, under the terms of a
collective agreement, company-wide agreement or
decision by the relevant company or works council;
- A top-up pension scheme for executives in France
or in other countries.

in millions of ewos

< 1 year > 1 year Total 2005 2004
Past-employment and similar benefits 236 T 26.4
TOTAL 23.6 276 264
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b - Actuarial assumptions as of 31 December 2005
Actuarial assumptions are reviewed each year. For 2003, the following assumptions were used:

France Japan Italy Switzerland
Retirement age 65° B0 60/62 64/65
Increase in salaries 2-4% 2.0% 2.5% 2.0%
increase in Social Security ceifing 3% n/a n/a n/a
Expected rate of return on assets 4.5% wva na 2.5%
Ciscount rate 4.0% 2.0% 4.0% 2.3%

* The procedures apphcable to retiing employees also apply the provisions stipulated by the law of 21 August 2003 {Filon Act).

¢ - Summary of financial position of defined-benefit plans as at 31 December 2005
Defined benefit obligations under the main pension plans are broken down as follows: France, 75%; Japan,
19%; other European countries, 6%.

1) Assets and liabilities recorded on the balance sheet

n mikons of eurcs
Defined- Other I1/12/2005 01/01/2005
benefit defined-
pension benefit
plans plans

Actual value of funded obligations 546 1.1 CE 493
Fair value of assets {14.6) - I {19.0)
Excess of obligations/{assets)
of tinanced plans 40.0 1.1 41.1 30.3
Actual value of unfunded obfigations - - -
Past services not yet recognised - - -
Unrecognised net actuarnial gains/{losses} {13.9) - : (3.9
Unrecognised net assets - - -
Net defined-benefit obligations 26.5 1.1 276 26.4
Chbligations recorded under assels - - - -
Obligations recorded under liabilities 26.5 1.1 PRl 26.4
Net obligations 26.5 1.1 270 26.4
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2) Expenses recognised in the income statement

n miflions of euros

Defined-benefit Qther defined-benefit 2005
pension plans plans

Nel current service cost 37 01 !
Interest cost 1.7 -
Expected return on plan assets (0.2 -
Net actuarial (gains)/losses recognised
during Yhe year 0.1 0.4
Other {0.2) - M
Opening equity adjustments - (0.2) K
Cost of defined-benefit plans 51 02 33

The cost of defined-benefit plans was 3.3 million Expenses related 10 defined-benefit plans are
euros in 2004, recorded in the income statement under the appro-
priate expense headings by function.

3) Reconciliation of net defined benefit obligations

10 mMllions ol euros

Defined-benasfit Other defined-benefit Total
pension plans plans
Liabilities as at 1 January 2005 259 0.5 26.4
Translation differences - -
Pension expense 5.1 0.2
Employer contributions 4.7 -
Adjusiment to opening equily 0.1 0.3
Other 0.1 0.1
Liabilities as at 31 December 2005 265 1.1 274
4) Reconciliation of the value of defined benefit and similar obligations o
nmilions of curos
Defined-benefit Other defined-benefit Total
pension plans plans
DBOs as at 1 January 2005 48.8 0.5 6.3
Pension expense 5.1 02
Employer contributions (9.1) -
Unrecognised actuarial diferences 9.8 - it
Other - 03
DBOs as at 31 December 2005 546 11 84,7
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NOTE 17 - TRADE PAYABLES AND OTHER PAYABLES

in milhons of ewros

31/12/2005 01/01/2005
Trade payables RIS 142.9
Tax hahifities payable 2 238
Other current liabilities SRS 110.6
Other non-current abilities T 25.2
TRADE PAYABLES AND OTHER PAYABLES 3254 302.5

NOTE 18 - INFORMATION ON SALES BY BUSINESS SEGMENT

a - Consolidated sales by business line

in milions of euros

2005 2004
Silk Products 3 149.5
Bags and Luggage AR 528.8
Clothing and Accessories ‘! s 2726
Other Sectors @ R 133.7
Distribution via the Hermas exclusive network 1,168.0 1,084.6
Pertumes 64.7
Watches ERRN 100.4
Tableware ) i E 34.8
Distribution via specialist outlets 21386 199.9
Miscellaneous & 47.8 46.9
TOTAL 1.427.4 1,331.4

{1} "Ciathing and Accessories” includes men and women's {3} "Miscellaneous™ products include John Lobb shoes and
clothing, befts, enamel, leather jewellery, gloves, hats and products manutactured for brands outside the Group {textile

Hermés shoes. printing, pertumes, etc.).
2} "Other Sectors” inchudes jeweltery, diaries, small leather arti- The bulk of sales is generaled by sales of goods. Sales of ser-
cles and Art of Living products. vices do not make up a material perceniage of total sales.
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b - Segment data

in milions of ewros

2005 2004
Hermés Specialist Other* Total Hermés Specialist Other Total
network  outlots network  outlels

Sales 1.166.0 2136 478 14374 1,0846 199.9 459 1,331.4
Selling. marketing

and administrative expenses iR i {356.4) (65.7) (80.8) (4629
Depreciation and amortisation ¢ b us (27.0) {8.1) (7.1} {42.2)
Operaling provisions e {447 I 1.2) 0.1 0.9 (2.00
Impairment losses . 3.3 I ©0.2) 2.8 {0.3) (3.3
Segment result 46.3 {23.2) u3n 3573 3924 {39.6) 3571
Operating margin by segment S . 32.9% 19.7% - 26.8%
Financial income 3 - - 7.5 75
Share of net income

ot associates - - {.. - - 21.0) (21.0)
Corporate income tax PR H RN - - (1252 (1252
Minority inerests - ey SLFL - - (4.5} (4.5)
Net income 361 46.3 {1604} 2470 357.3 394 (182.8) 213.9
Segment assels™ S3EA #4.: L g 821.3 90.6 251 937.0
Segment investments it e R [RR:) 6.4 40.5 1188
Segment liabilities"* EEXR i i RV 230.2 361 528 319.1

* Including lems that canno! be aBocated 1o a spedcific business segment but meet the definitions set out in Note 1,15,

-* Reconciiation of segment assels and kabidities with the balance sheet:

n mihoNs of eures

31/12/2005 01/01/2005
Assets aliocated to a segment RS PR 911.9
Cther assets that cannot be alocated to a segment but meet the defimiton
of “segment assels” R 254
“Segment” assets 1.037.2 937.0
Avatable-ior-sale securties e 9.2
Held-to-maturity secusities 47 4 232
Investments n associates ) 284
Other non-cuent financial assots 125
Tax receivables and deferred tax assels 96.7
Financial instruments at fair value 29.3
Cash and cash equivalents ] 608.7
TOTAL ASSETS 1,853.8 1,745.0
Liabiies aflocated 10 a segment T 266.3
QOtner liabilities that cannot be alocated 1o a segment but meet the definition
of “segment Eability” Ry 52.9
“Segment” liabilities 328.6 391
Taxes payable and deferred tax fiabiities 40 40.3
Cash labiities and linancial nstruments L 93.7
Sharehoiders’ equsty [N 1,.291.9
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 1.82de 1,745.0
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NOTE 19 - INFORMATION BY GEOGRAPHICAL AREA

The information below is presented after eliminations and adjustments.
in misions of euras

2005 2004
Sates Seg L s Sales Sogment Investments
assels by segment assels by segment
France RV Lk o1l 256.3 432.9 67.1
Europe {exciuding France) PR RN " 2223 105.6 129
Japan e U 398.2 241.7 151
Asia-Pacific {excluding Japan) RS BT P 217.4 86.7 1.7
Americas KL AR L% 196.7 70.1 6.0
Other Fp 40.5 - -
TOTAL 1.427.9 1,037.2 116.5 1,331.4 937.0 118.8

{1} Inchudes sales o arines,

NOTE 20 - GROSS PROHT

Al commissions are taken 1o cost of sales. Provisions duction cost of products sold are included in the cost
for impairment of inventories, losses on inventores, and of sales.
the portion of depreciation that is allecated to the pro-

NOTE 21 - SELLING, MARKETING AND ADMINISTRATIVE EXPENSES

m millions of euros

2005 2004
Advertising and public relations ) fa 71
Cther selling, marketing and administrative expenses PRy 391.8
TOTAL 48e.1 462.9

NOTE 22 - EMPLOYEES

Geographical breakdown of employees:

2005 2004
France KR 3,680
Europe (excluding France) Bre 585
Rest of world Ry 1.606
TOTAL 6,150 5,87
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Breakdown by category:

2005 2004
Production 2,384
Sales 2,447
Other {design, markeling, administration) 2 1,040
TOTAL 6,150 5,871
Total personnel costs for 2005 were 342.4 million
euros, compared with 313.8 mifion euros in 2004.
NOTE 23 - OTHER INCOME AND EXPENSE _—
in mikions of ewros
2005 2004
Depreciation and amortisation -z 42.2)
Net changes in provisions 1.3
Net change in post-employment and sirmiar benefil obligations {3.3)
Impairment losses on fixed assets (3.3)
Other income and expenses {0.5)
TOTAL 5T {48.0)
NOTE 24 - NET FINANCIAL INCOME
in miflions of euros
2005 2004
Income from cash and cash equivalents : 8.7
Cost of gross debt {1.1)
- of which: income from hedging instruments o 06
Cost of net debt 1:.0 7.6
Other financial income and expenses {Q.1)
- of which: gains/ flosses} on trading denvatives -
- of which: changes in the value of trading assets and liabilities ; -
TOTAL 39 7.5
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NQOTE 25 - CORPORATE INCOME TAX

a - Breakdown of corporate income tax charge
n miians of euros

2005 2004
Current 1ax S {122.4}
Deferred tax O 2.8}
TOTAL {135.8) {125.2)
b - Rationalisation of corporate income tax charge
The effective tax rate for the year ended 31 December the theoretical tax charge and the actual tax charge

2005 was 35.1% compared with 34.3% in the year for 2005 is explained as follows:

ended 31 December 2004. The difference between
n mikons Of eures

2005 2004
Consolidated net incorne - Group's share R 2139
Share of et income of associates . {21y
Consolidated net income - minonty interests i {4.5)
Corporate income tax {1358 {125.2)
Income belore tax R 364.6
EHective tax rate L 343%
Cument tax rate in France RLE A 35.4%
Theoretical tax charge L {129.1)
Reconciliation items:
- difterences relating to foreign tax g 1.3
- differences relaling (o taxation of unrealised gains on investments in associates T 1.2
- permanent timing ditferences and transactions taxed at a reduced rate [ 1.4
TOTAL (135.8) {125.2)

c - Deferred tax

Deferred tax is recognised on all timing difterences deferred tax. The net change in deferred tax assets and
using the liability method. Discounting is not applied to liabilities breaks down as follows:
in rilhons of ewros

Deferred tax assels as at 1 January 2005
Dederred tax kabiities as at 1 January 2005

Net deferred tax assets as at 1 January 2005 734
Impact on the income slaternent :
mpact on the scope of consolidation L
Other* BN

Impact of foreign exchange mavements
Deferred tax assels as at 31 December 2005
Deferred tax babilities as at 31 Decernber 2005
Net deferred tax assets as at 31 December 2005 85,1

[+

* Other items relate 1o defermed laxes resulting from the reversal of the portion of revatuation of financial instruments recorded under equity as
at 1 January 20035 (recyciable portion). This movemnent produced no impact on net income for the year.
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d - Tax impact of dividends proposed and
declared to shareholders

The amount of dividends proposed and declared to

shareholders has no lax impact.

NOTE 26 - EXPOSURE TO MARKET RISKS

a- Caunterparty risk
As the Group deals only with leading banks and finan-
cial institutions that have signed an FBF agreement

b - Currency risk

Most of the Group's currency exposure comes from
sales denominated in foreign currencies.

It hedges this exposure so as o minimise the impact
of currency fluctuations on Group profits.

The Group's currency exposure management policy is
based on the following principles:

- the manufacturing subsidiaries bill the distribution
subsidiaries in their home currency, which automati-
cally concentrates the currency risk on the manufac-
turing subsidiaries;

- the Group's net exposure is systematically hedged
by Hermes International according to annual budgets
through firm foreign exchange transactions and/or
options,

Currency pasition

on trading in financial futures instruments, it is not
exposed 1o any counterparty risk,

- no speculative transactions are authorised;

- all other non-aperating transactions are hedged
against currency risks as soon as the commitment is
firm and definitive,

These management rules have been validated by the
Executive Committee and have also been endorsed
by the Supervisory Board.

An integrated sofiware package is used for the admin-
1strative management of these transactions and to
ranilar the back office in real time. ln addition, the
internal audil ensures compliance with these rules.
Within this set of rules, management decisions are val-
idated by the Executive Commitiee, via a Treasury
Security Committee that meets on a regular basis.

n mulkons of euros

Currency Payables and Future Net position Off-batance Net position Cover 1%

receivables cash flows  before cover sheef after cover ratio sensitivity

as at 31/12/2005 position

AO 1.2 ar 4.9 14.8} 3.1 36% -
CAD 09 45 54 {4.8) 0.6 903% 0.01)
CHF {1.5) 9.4 79 {8.6} 0.7 108% o
CZK 03 a8 1.1 1.2} 0.1} 10% -
EUR 55 20 28.4 29.7 (r.2) 104% 0.01
GBP 49 135 184 \nrn 0.7 6% ©.01}
HKD 6.9 37.8 447 2. 2.1 95% 0.02}
JPY 871 161.6 248.7 {250.00 1.3} 101% 001
KRW 0.3 7.9 B.1) 7.9 0.2) 97% -
MO 0.4 - 0.4 - 0.4 - -
SGD 7.4 102.4 109.8 {1129 3.1 E03% 0.03
T™HB 1.4 52 6.6 [5.6) 1.0 B5% ©.00
uso 279 165.0 193.0 {190.9) 20 99% 0.02)
Total 1422 518.0 561.2 1661.0) 02 100% 0.0

" EUR currency risk for subsidianes that use a different reporting currency.
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Breakdown of currency contracts

in mikons of ewros

Nominal Nominal Market value of contracts at 31/12/2005 P
amount of amout of Cash Fair Unallocated Total
off-balance olf-balance flow value
sheet position  sheet position hedge hedge
{gross) ™ (net} @
Qptions purchased
HKD put 18.8 18.8 0.2 - - 02
JPY put 96.7 96.7 2.0 - - 30
JPY cal 6.5) - - - 0.1 0
SGD put 65.7 €60.6 0.3 - - 0.3
USD put 65.8 65.8 048 - - 08
USD call 14.7) (2.4) - - - o1
2359 2396 4.3 - 0.1 4.4
Forward cumrency contracis
HKD 19.1 9.4 0N - - 0.0
JPY 631 65.1 2.1 - - 24
SGD 57.0 57.0 (2.5 - - 2.5)
ush 110.4 104 2.5 {0.7) - {36)
Other 531 521 1.0 - - 1.0
3048 303.8 (3.0} {0.7) - {3.6}
Treasury swaps
HKD 47 a1 - ny - ©.1
JPY 88.3 88.3 - 10.4) - 0.4}
SGD 4.7} 4.7 - 0.4 - 0.1
usD 170 17.0 - 0.1 - 0.
Other 12.3 121 - ¢ 8] - 0.1
1176 1176 - {0.4) - {0.4)
Qptions sold
USD call 7.8 - - - {0.4) 04
78 = - = 0.4 10.4)
Total 666.1 661.0 13 [TK]) {0.3) [0-1)

(1) Nominal amount of all Gi-balance sheet nslnamants.

12} Nomnal amount of dervaives akocated 10 hedge foresgn exchange risks.
(3) Gain/ioss)

{4} Sokdfpurchased).

c - Interest-rate and hiquidity risk

The Hermés Group's policy is to maintain a positive
treasury position and to have cash available so as 1o
be able to finance its growth strategy independently.
The Group's treasury surpluses and requirements are
managed directly or overseen by Hermés Interna-
tional's Treasury Management Department, in accor-
dance with a conservative policy designed 1o avoid
any risk of losing capital and to maintain a satisfactory
liquidity position.

Cash surpluses are invested mainly in money-market
mutual funds and cash equivalents with a sensitivity of
less than 0.5 and a recommended investment period
of less than three months. These investments are car-
ried at their revalued amount {fair vatue),

Gross debt consists mainly of long-lterm amortisable
fixed-rate loans in Japanese yen contracted by Her-
més Japon 1o finance the purchase of the land and
construction of the Ginza store in Tokyo.

These loans are guaranteed by Hermés International
but are not covered by any real security interests or by
any specific covenants.

From time to time, the Group uses financial instru-
ments such as swaps and derivatives to hedge part of
its liabilities and receivables against interest rate fluc-
{uations.

It applies the same risk monitoring and management
pracedures as for currency transactions.
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Interest rate risks are presented only for net cash
iterns, as no interest rate risk has been identified on
other financial assets and liabilities.

n mithons. of euros

< 1 year 1 year > 5 years Total Variable Fixed

to Syears rate rate

Financial assets 605.3 - - 605.2 605.3 -
Euros 4728 - - 4728 4728 -
Swiss francs 21.5 - - 21.5 215 -
Other 111.0 - - 11.0 1110 -
Financial liabilities* 32.0 18.9 1.0 61.9 240 379
Euros 1.7 01 0.1 19 1.9 -
Japanese yen 24.8 18.8 10.9 54.5 16.6 379
Other 5.5 - - 55 2.5 -
Net cash before cover 573.3 (18.9) {11.0} 543.3 581.3 (37.9}
Net cash after cover 573.3 {18.9) {11.0} 543.3 581.3 {37.9)

° Nat including cormmitments 10 buy out minonty shereholders.

in millons of ewrcs

< 1 year 1 year > Syears Total Variable Fixed
to 5 years rate rate

Financial assets 605.3 - - 605.3 605.3 -
Cash and cash equivalenis 605.3 - - B05.3 605.3 -
Financial liabilities* 32.0 18.9 1.0 61.9 24.0 37.9
MTAT debt - 18.8 11.0 29.8 33 26,5
Bank gverdrafts and ST debl 319 - - 319 205 11.4
Current accounts in debit 0.1 01 - 0.2 0.2 -
Net cash before cover 573.3 {18.9) {11.0) 543.3 5813 (37.9)
Net cash after cover 573.3 {18.9) {11.0) 543.3 5813 (37.9)

" Not including comemitments (o buy out minority shareholders.

[ T p. e,
ENET TN T el [

A 1% change in interest rates during 2005 would have
had an impact of 5.8 million euros on consolidated
income betfore tax, or 149% of net financial income
before tax.

The market value of marketable securities is equivalent
to their value on the books.

Financial liabilities do not include the debt associated
with empiloyee profit sharing, which is included under
“Other liabilitigs".

in millions ol eurcs

2005
Financiat assets 605.3
Financial Habilities 61.9
Cash and cash equivalents 543.3
Change in net cash 25.8
Reduction in assets {15.3)
Reduction in kabdities 311
Change in scope of consolidation 0.4}
Translation adjustrment 10.4
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d - Fair value of financial assets and liabilities
n milions of ewos

2005 Net camrying Fair Interest Etfeclive
amount value rate interest rate

Other non-consolidated securities 0.5 0.5 - -
Uiquidity contract 9.2 9.2 - -
Other long-term investments 7.7 7.7 - -
Available-tor-sale securities 17.4 17.4
Leica Camera AG convertible bonds
and accrued interest 12.3 12.3 5.5% 9.0%
Gaulme convertible bonds and accrued interest 8.1 B.1 2.8% 2.8%
Term bank deposit 1 12.0 12.2 N 42%
Tern bank deposit 2 15.0 14.6 : 1.5%
Held-to-maturity securities 47.4 47.2
Loans and deposits 15.1 151 - - '
Loans and deposits 15.1 15.1 |
Cash and cash equivalents 605.3 605.3 - -

° Cash and cash equivalents 605.3 605.3
Bank overdrafts 20.5 20.5 - -
Commitments to buy out minority shareholders 3.2 3.2 - -
Japan loan 373 37.3 2.0% 2.0%
China loan 3.2 3.2 4.7% 4.7%
Other loans 08 0.8 ” -
Current account debit balances 0.2 0.2 - -
Debt 652 65.2 - -

* Inlerest rates are vanable rates indexed to 3-month Furbor.
** Interest rates are variable rales.

NOTE 27 - OTHER FINANCIAL COMMITMENTS

in milions ol euros

2005 2004
Bank guarantees given” Wi 110.5
Repurchases of securities (guaraniees received) ol 16.5
Repurchases of securities {guarantees given) b t.6
Fnance feases 13
Actuarial losses on retirement benefits o 39

* Materiat guaraniees are given by the Group to guarantee the commtments of subsidiaries {mamnty bomowings by Hermés Japon).
They atiracl fees at a rate in ine with charges ordmanty applied by banks.
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As at 31 December 2005, future non-cancellable
commitments on lease agreements for all stores oper-

ated by the Group world-wide were broken down as
follows:
in-mibons of ewros

< 1year 1vyearto5years >5years Total

Minimum payments ta be made on rental agreements”

355 75.7 49.5 160.7

* Amounts shown have been discountad at an annual rale of 7.2%.

NOTE 28 - OTHER OFF-BALANCE SHEET COMMITMENTS; POTENTIAL LIABILITIES AND ASSETS

The Group has no knowledge of any commiiments
other than those mentioned elsewhere and that would
not be reflected in the financial statements for the year
ended 31 December 2005. There currently exisis no
exceplional event or dispute that would be liable to
have a probable and maternial impact on the Group’s
financial position.

Furthermare, in the normal course of its business
operations, the Group is involved in legal actions and
is subject to controls. A provision is booked when a
risk is identified and when its cost can be estimated.

NOTE 29 - RELATED-PARTY TRANSACTIONS

Transactions with campanies accounted for by the
equity method in 2005 were not matenal relative to
the Group’s overall business activities.

Relationships with other related parties, within the
meaning of IAS 24, can be summarised as follows:

— ROAI: the architectural firm RDAI was commissioned
for a design mission to apply the architecturat con-
cept to all Hermés Group stores. Fees paid by the
Hermés Group amounted to 5.8 million euros before
tax in 2005 and 4.6 million euros before tax in 2004,
- Emile Hermés SARL, active partner: Emile Hermés
SARL is a socigté & responsabiiité limitée & capital
vanable {limited company with variable capital). its

pariners are the direct descendants of Emite-Maurice
Hermés and his wite. The company's Executive
Chairman is Mr Jean-Louis Dumas and it is governed
by a Management Board. Each year, Hermes interna-
tional pays the active partners a sum equal to 0.67%
of distributable profits. The active partners distribute
this sum amongst them-selves as they see fit. If no
agreement can be reached, 95% of this sum is allo-
cated to £mile Hermés SARL and the balance is allo-
cated to Mr Jean-Louis Dumas. Furthermore, Hermés
International bills back cerlain expenses incurred to
E:mile Hermés SARL. These bilings amounted to
0.1 million euros in 2005 and in 2004,

NOTE 30 - REMUNERATION OF CORPORATE EXECUTIVE OFFICERS, EXECUTIVE MANAGERS

AND SUPERVISORY BOARD MEMBERS

Remuneration paid 10 executive officers, execulive
managers and Supervisory Board members of the
Group in 2005 amounted to 9.1 million euros com-

pared with 6.9 million euros in 2004 and was broken
down as follows for each category of remuneration;

in midions of eurcs

Short-term Post- Other Lump-sum Share- Total
benefits employment long-term severance based
benefits henefits benefits payments
2005 79 1.2 - - - a1
2004 56 1.1 - 0.2 - 6.9
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NOTE 31 - INFORMATION ON FEES PAID TO AUDITORS AND ADVISORS

Delcitte and Didier Kling & Associés are the principal Fees paid {0 the Statutory Auditors and to members of
Statutory Auditors of the Hermés Group. their networks in 2005 are broken down as follows:

n milions of euros

Deloitte network Didier Kling & Associés network
X405 Allocomon 2004 Allocation 2005 Allcconen 2004 Allocation

Auditing
Auditing of accounts ' Vi 0.8 65% I e 0.1 100%
Other legal and refated engagements 0.1 8% - -
| Sub-total c O 0.9 73% e A 01 100%
' Other services
Legal, tax and labour matters T S 0.4 27% . - -
| Sub-total O : 0.4 7% : - - -
| TOTAL 12 100% 1.3 100% G 100 01 100%

The imbalance between the two audit firms is due to
the fact that Deloitte is in charge of auditing for nearty
all of the Hermés Group's loreign subsidiaries.

NOTE 32 - EARNINGS PER SHARE

Earnings per share is calculated on the basis of the Diluted eamings per share is adjusied to reflect shares
weighled average number of shares outstanding during to be issued in connection with stock option plans
the year. implemented by the Executive Management.

The weighted average number of shares outstanding The calculation and reconciliation of basic earnings per
during the year and previous years is adjusted to take share and diluted earnings per share is shown below.
account of any bonus issues and stock splits occurnng

during the year, and of treasury stock.

2005 2004
Numerator {millions of euros)
Basic nel income Jegs 2139
Adjusiments -
Diluted net income vl 2139
{Jenominator {(number of shares)
Weighted average number of ordinary shares 36,322,488 36,664,099
Basic eamings per share §.80 583
Waeghted average number of shares under option RN TN 187,564
Weighted average number of shares that would have been issued at fair value NI {131,894)
Weighted average number of diluted ordinary shares 36,365,491 36,719,769
Diluted eamings per share in euros 6.7 583
Average price per share in 2005 169.80 € 157,10 €
Exercige price in 2005 lor shares under option 127.22 € 110.47 €
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NOTE 33 - SHARE-BASED PAYMENTS

Stock option movements
Options to subscribe for new shares

2005 2004
Number Value of Number Value ot
of options options {(€m)” of options options (€m)*

Options outstanding as at 1 January 151,170 174 189,278 20.2
exercisable as at 1 January SRS e 140,778 11.2
Options issued - -
Options exercised i3 £9 (42,168} 2.3
QOptions cancelled KR I (5,940} Q.5
expired - -
waived {5,940) 0.5
Options outstanding as at 31 December 54,040 13.4 153,170 17.4
exercisable as at 31 December L 151,170 17.4
Weighted average exercise price (A 11547 € -

T Wesghted average vahue.

Options to purchase existing shares

2005 2004
Number Value of Number Value of
of options options (€m)* of options options (€m)*

Options outstanding as at 1 January 42,000 5.4 14,000 1.7
exercisable as at 1 January LS e ; - -
Options issued 28,000 3.7
Options exercised - -
Options cancelled - -
expired - -
waved - -
Options outstanding as at 31 December 5 42,000 54
exercisable as at 31 Decernber Y v 28,000 3.7
Weighted average exercisa price Yl 12026 € -

" Weighted average value.

Insofar as no plans issued after 7 November 2002 grant
nights to exercise options that remained to be vested at
1 January 2005, the apglication of IFRS 2 has no

impact on the Group's accounts. It is therefore not nec-
essary 10 provide information about the fair value of
optigns as of the 2005 closing date.
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NOTE 34 - SCOPE OF CONSOLIDATION

List of companies included in the consolidation as at 31 December 2005

2005 percentage Registered

Company Registered Office Control  Interest Method no. (France]
Hermés Intemational 24, ue du Fauoowrg-Sant-Honoré, 75008 Pans Parent Parent  Paent 572076396
Alpasoie 9, ue Claude Tenrasse, 38690 Le Grand-Lemps 2300 38.39 Equity 315126714

[France)
Ateliers A.S. 16, chemin des Miriers, 69310 Pierre-Bénite (France) 74.90 7447 Ful 954503843
Awril-Moria & Patte 12-14, rue Auges, 93500 Pantio (France) 103.00 100.00 Ful 409209202
Boissy Mexico Avenida Presidente Mazaryk 422, Local - A-

Col Polanco, 11560 Mexico D.F. (Mexico} 51.00 51.00 Futt -
Boissy Retait One Marina Boulevard, #28-00, Singapore 018989

[Singapore) 100.00 100.00 Ful -
Boissy Singapour One Marina Boulevard, #28-00, Singapore 018989

(Singapore) 100.00 80.00 Equty -
Castile Investissements 24, rue du Faubourg-Saint-Honoré, 75008 Paris 100.00  100.00 full 352565451
Compagnie des Arts de la Table 23, rue Boissy-d Anglas, 75008 Paris 100,00 100.00 Fult 380059188
Campagnie des Cristafieries .
de Saint-Louis Saint-Louis-lés-Bitche, 57620 Lemberg (France) 99.93 99.93 Full 353438708
Compagnie Hermés de Participations 23, rue Boissy-d'Anglas, 75008 Pais 100.00 100.00 Full 413818147
Compioir Nouveau de la Partumene 23, rue Boissy-d'Anglas, 75008 Pans 99.67 99.67 Ful 542053285
Créations, Edivons d'Etoftes
d'Ameublemnent 2%, rue Cambon, 75001 Pans 74.54 74.54 Full 602013583
Erabhssements Marcel Gandit 51, rue Jean-Jauwrés, 38300 Bourgoin-Jafieu {France} 100.00  100.00 Full 583620778
Exocurs 69, nve du Rhéng, 1207 Geneva (Switzerland) 49.60 46.62 Equity -
Ex-Pi¥ 25F Chinachem Leighton Plaza,

29 Lesghton Road, Causeway Bay (Hong Kong) 100,00 100.00 Full -
Financiére Saint-Eloi 2, rue des Girondmns,

Luxembourg L1626 (Luxembourg) 20.00 2000 Equity -
Financiére Saint-Homoré 9, averue Bugéne-Aittard, 1211 Geneva 25 Switzedond) 100.00  100.00 Fual -
G.C. Real Estate 25, nie Boissy-d"Anglas, 75008 Paris 100.00 100.00 Full 400080487
Ganterie de Saint-Junien 18, rue Louis-Codet, 87200 Saint-Junien (France)  100.00  100.00 ful 391581196
Gaulme 325, rue Sant-Martin, 75003 Paris 35.00 3500 Equity 380681833
Gordon-Choisy 17, boulevard Jutes-Ferry, 75011 Pans 100.00  100.00 full 662044833
Hérakfion 23, rue Boissy-d'Anglas, 75008 Paris 10000  t00.00 Ful 383935897
Herlee 25/F Chinachern Leighton Plaza

29 Leighton Road, Causeway Bay (Hang Kong) 90.00 90.00 A -
Hermés Argentina Avenida Alvear 1981, 1129 Buenos Aires (Argentina) 10G.00 99.99 Ful -
Hermés Australia Level 11, Skygarden, 70 Casllereagh Street,

Sydney NSW 2000 (Australia) 10000 100.00 Full -
Hermés Benelux 50, bodevard de Waterdoo, 1000 Brussels (Bedgum)  100.60 100.00 Full -
Hermés Canada 79 Welington Sireel Wes!, Suite 3000, Torontp,

Ontario M5K 1N2 [Canada) 100.00 100.00 Fudt -
Hermés de Pans (Mexico} Avenida Presidente Mazaryk 422, Local «A»

Col Pdlanco, 11560 Mexico D.F. (Mexico) 51.00 51.00 Full -
Hermés GB 1 Bnrton Streel, London W1J 6TL (United Kingdom)  100.00 100.00 Fa -
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2005 percentage Registered

Company Registered Office Control Interest Method no. {France)
Hermés GmbH Marstalistrasse 8, 80539 Munich (Germany} 100.00  100.00 fu -
Hermés Greater China 25/F Chinachem Leighlon Plaza,

29 Leighton Road, Causeway Bay (Hong Kong) 100.00  +00.00 Fud -
Hermés Gréce Rue Stadiou 4 et rue Voukouresliou 1,

10564 Athens (Greece} 10000 10000 Fud -
Hermés Hokding GB 1 Bruton Street, London W1J 6TL (United Kingdom) 100.00  100.00 Full ~
Hermés Holdings US 1105 North Market Street, Suite 1300,

Wilmington, Delaware 19899 (USA) 100.00 100.00 Full -
Hermés lberica José Ortega y Gassel 12, 28006 Madrid {Spain) 10000  100.00 Full -
Hermés intemational Portugal Largo do Chiado 9, 1200-108 Lisborne (Porlugal)  100.00 100.00 Fult -
Hermés Halie Via Serbeftont 1, 20122 Milan {italy) 100.00 100.00 Full -
Hermés Japon 4-3, Ginza 5-Chome, Chuo-ku,

Tokyo 104-0061 {Japan) 100.00 100.00 Full -
Hermés Korea 57, Samhi {Binggrae) B/D, 518 Aplagjong-Dong-

Kangnam-ku, Séoul 135-110 (South Korea) 94.59 94.59 Ful -
Hermés Korea Travel Retai 5/F, Samhi [Binggrae) B/D, 518 Apkujong-Dong-

Kangnam-ku, Séou 135-110 (South Korea) 100.00 100.00 Full -
Hermés Monte-Carlo 11-13-15, avenue de Monte-Caro, 98000 Monaco 10000 10Q0.00 fu -
Hermés Prague Parizska 12/120, 11000 Prague {Czech Rep.) 10000 100.00 Ful -
Hermés Retalt (Malaysia) (38 Ground Level, Suia KLCC, Kuala Lumpur

City Cenlre, 50088 Kuala Lumpur (Malaysia) 51.00 51.00 Fal -
Hermeés Seltier 24, rue du Faubourg-Saint-Honoré, 75008 Paris 99.77 99.77 A 696520410
Hermés Singapaore (Retai) One Marina Boulevard, #28-00, Singapore 018989

(Singapare) 80.00 80.00 Full -
Hermés Suisse 4, rute de la Tour-de-lle, 1204 Geneva (Switzedtand) 100.00  100.00 Full -
Hermes South East Asia One Marina Boutevard, #28-00, Singapore 018983

{Singapore) 10000 10000 Ful -
Holding Textile Hermés 16, chemin des Muners, 69310 Plerre-Bénite France) 100.00 100,00 Ful 428128318
immauger 23, nue Boissy-d'Anglas, 75008 Paris 100.00 10000 Ful 377672159
J.L&Co Westrninster Works, Obver Street,

Northampton NN27L (United Kingdam) 10000 100.00 Full -
John Lobb 23, rue Boissy-d'Anglas, 75008 Paris 100,00 100.00 Ful 582004371
John Lobb Japan 2nd Floor, Kokusai Bldg, 1-1, Marunouchi 3-Chome,

Chiyoda-Ku, Tokyo (Japan) 100.00  100.00 Ful -
John Lobb Ltd 25F Chinachem Leighton Plaza,

29 Leighton Road, Causeway Bay {Hong Kong) 10000 100.00 Full -
La Manutacture de Seloncount 18, rue de la Cote, 25230 Seloncourt France) 100.00 100.00 Fll 407836329
La Maroquinerie Nontronnaise Avenue Yvon-Delbes, 24300 Nontron (France) 100.00 100.00 Ful 403230436
La Montre Hermés Erensirasse 31 A, 2555 Brigg {Switzerland) 100.00  100.00 Full -
Leica Camera AG Oskar-Bamack Strasse 11, D-35606 Solms (Germamy)  36.18 36.18  Equity -
Leica Camera Japan Co 1-7-1 Yurakucho Chivoda-ku, Tokyo 100-0006 {Japan) 49.00 67.45  Equily -
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2005 percentage Registered

Company Registered Office Control Interest Mcthod no. (France)
Les Tissages Permin’ 9, rue Claude-Terrasse, 38690 Le Grand-Lemps 0.02 3821 Equity 400135034

France)
Les Tissages Verel® Rue du Doctewr-Roux, 38490 Saint-André-le-Gaz 0.22 39.64 Equty 563620079

{France)
[ MH Pagific Limited 26/F Chinachem { eighton Plaza,

29 Lesghton Road, Causeway Bay (Hong Kong) 100.00 100,00 Full -
Louisiane Via Sloave 3, 20135 Milan (Haly) 4960 3808 Equity -
M Maiscn et Cie 22-24, avenue Hoche, 75008 Paris 49,60 4940 Equity 572230084
Maroquinerie de Belley 23, rue Boissy-d'Anglas, 75008 Paris 100.00 100.00 Full 428128425
Maroquinerie de Sayat 12-16, rue Auger, 93500 Pantin (France) 100.00 100.00 Full 411795859
Maroquinerie des Ardennes 23, rue Boissy-d' Anglas, 75008 Paris 10000 10000 Ful 428113518
Maroquinerie Thierry Rue des Fougéres, 21 Les Bracols,

74890 Bons-en-Chablais (France) 4382 4382 FEquty 312108368
Michel Rettli SRL. Via Sloave 3, 20135 Mian (italy) 49.60 38.67  Equity -
Matsch-George V 23, rue Boissy-d'Anglas, 75008 Paris 0000 10000 Ful 440252476
Nehel 23, rue Boissy-d'Anglas, 75008 Paris 100.00 99.77 Ful 428187514
Orféwrerie Chvistofle 9, nue Royade, 75008 Paris 20.00 6.21 Equity 562063263
Perin & Fis 451, chemin du Baraiflon, 38690 Le Grand-Lemps ~ 39.52 39.52 Equity 573620143

(France)
RTL tng, 105, Dorset Street La Fayeite, Louisiana 7051

USA) 49.60 43.23 Equily -
Saint-Honoré {Barkgkok) Room G072, The Ermponurm Shopping Mal,

622 Sukhunit Road, Kongtoey, Bangkok 10100 (Thatandt ~ 49.00 49,00  Ful -
Saint-Honora Chite Avenida Alonso de Cordova 2526,

Comuna de Vitacura, Santiago de Chie {Chie) 100,00 300.00 Full -
Saint-Honoré Shanghai Room 3010, 3011, 3001, Wesigate Mall Tower,

1038 Narjing X Road, Shanghai 2001

(Republic of Ching) £00.00 90.00 Futl -
SC Honassy 23, rue Boissy-d'Anglas, 75008 Paris 100.00 10000 FAI 393178025
SCI Auger-Hoche 12-22, rue Auger, 93500 Pantin (France) 100.00  100.00 Ful 335161071
SClI Baissy Les Miriers 23, rue Boissy-d’ Anglas, 75008 Paris 100.00 100.00 Full 351649504
SCl Boissy Noniron 23, rue Boissy-d"Anglas, 75008 Paris 100.00  100.00 Full 44230701
SC! Edoesard VI 23, rue Boissy-¢'Anglas, 75008 Paris 100.00  100.00 Ful 393882170
5C1 Espace Tronchet 18-20, rue Tronchet, 69006 Lyon (France) 100.00 100.00 Full 404 348 484
SCl Les Capucines Zites Bracots, 74890 Bons-en-Chablais (France) 60.00 77.53 Ful 408602050
Société d'tmpression 202, chernin du Violel, 38690 Le GrandH. emps
sur Etoffes du Grand-Lemps {France) 99.99 99.99 Fulll 573621224
Sociétd Nontronnaise da Confection 13, route de Piegut, 24300 Nontron (France) 100.00 10000 Ful 380041939
Soficuir Imernational 22-24, avenue Hoche, 75008 Paris 49,60 4360 Equity 398142695
Sport-Soie 27, rue Jules-Guesde, 63310 Pierre-Bénite {France)  95.50 9550  Ful 592028542
Tanneries des Cuirs d'indochine
el de Madagascar 22-24, avenue Hoche, 75008 Paris 49.60 49.40 Equity 582025755
Velours Blalo® 7. rue de Catalogne, 62150 Décines-Charpieu {France) 0.00 26.09 Equity 352497549

* Companies majonty owned by Pemn & Fils, in which the Harmés Group holds a 39.52% controling mierest.
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Caomparative financial information 1or 2004 has been
drawn up in accordance with IFRS, providing figures
delailing the impact of the transition to IFRS on:

- the bafance sheet as at the transition date, i.e.
1 January 2004;

- the income statement for the year ended 31 Decem-
ber 2004;

- the balance sheet as at 31 December 2004;

— the balance sheet as at 1 January 2005, the date
of first-time adoption of 1AS 32/39 on financial
instruments.

2004 financial information under IFRS has been drawn
up by applying 10 the 2004 figures the IFRS standards
and interpretations that the Hermés Group used (o pre-
pare its consolidated financial staterments for the year
ended 31 December 2005, as presented in Nole 1 to
these Notes to the Consolidated Financial Statements,

The Hermes Group has applied the specific rules
applying to first-time adoption, as defined by IFRS 1,
which provides guidance on preparing the financial
slatements under IFRS for the first time, The general
principle is to apply all standards in effect as of
31 December 2005 retrospectively and to recognise
the effect of changes in accounting policies under
“Retained earnings” at the transition date.

Te overcome the practical difficulties involved in full
retrospective apptication, IFRS 1 provides for alterna-
tive treatments. In this respect, the Hermés Group has
applied the following alternative treaiments:
- business combinations (IFRS 3} prior to 1 January
2004 have not been restated (see Note 1.8);

NOTE 35 - RECONCILIATIONS BETWEEN 2004 FINANCIAL STATEMENTS
UNDER FRENCH GAAP AND IFRS

- the Group did not elect to measure its property,
plant and equipment and intangible assets at fair value
in its opening balance sheet {see Note 1.9);

- translation adjustments were transterred 10 equity
and deemed to be zero al the transition date (see
Note 1.4);

- 1AS 32 and 39 were applied at 1 January 2005 for
the first time without retrospective adjusiments to the
2004 accounts under IFRS.

tn addition, two changes have taken place since pub-
lication of the interim accounts tor the six months
ended 30 June 2005, when these transition state-
ments were presented:

- A deferred tax assel was recognised following the
reclassification of internally-generated brands as
expenses. As a precaution, and pending the adoption
of a posilion by the French tax administrationt on this
matter, no deferred tax assets were initially recog-
nised following the reclassification of costs related to
internally generated brands as a loss; and

—The assumptions used to assess the model adopted
to calculate discounted iree cash flows in accordance
with IAS 36 were reviewed, resulting in the recognition
of additional impairment losses.

These two changes generated a non-material net
negative impact of 0.5 million euros on the Group's
net assels as at 31 December 2004.

The reconciliations between the initial {inancial state-
ments presented at the time of publication of the
interirn financial staternents for the six months ended
30 June 2005 and the year-end financial statements
are shown in Note 35.6.
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NOTE 35.1 - RECONCILIATION OF BALANCE SHEET AND SHAREHOLDERS' EQUITY
AS AT 1 JANUARY 2004

in milhons of euros

French Haclassifications Total Reclassi- FAS
GAAP adjust- ficationy
Impair- Brands  lnven- Deferred Other ments
mant tories Ltax on
losses capital
pains
Note 3544 3543 3542 3545 3546
Goodwil 383 - - - - - - {209
Other intangible assets 87 00 73 - - - 80 -
Property, plant and equipment 4303 {12.3} - - - - 23 28 -
investimen! property - - - - - - - 4.5
Long-term investments 188 - - - - - - 0.7}
investments n associates 28.9 - - - - - - 209 i
Other non-cument linancial assets - - - - - - - 10.7
Deferred tax assets - 4.2 2.6 0.2 - - 556 869
Total non-current assets 5460 (8.8) (4.7) {0.2) - - {137} 886 LG
Inventaries and work in progress 280.2 - - 08 - - 0.9 -
Trade receivables 1043 - - - - - - -
Other receivables 137.6 - - - - 0N {07 (8886
Short-term investments 390.6 - - - - - - -
Cash and cash equivalents 162.4 - - - - - - -
Total current assets 10751 - - 0.8 -  {o.n 0.2 (B8.6) U&H.7
TOTAL ASSETS 16211 (8.8} (4.7) 0.7 - 00 39 - 1.607.6
Share capual 56.5 - - - - - - - i
Share premium 303 - - - - - - -
Treasury Stock [256.8} - - - - - - - e
Reserves 1,456 (8.6 (4.7 05 (1.8) {04 (150 {4660 L.
Translation adustment (46.6) - - - - - - 46.6
Sharehalders’ equity - Group's share 1,1580 (86) (4T} 05 {1.8) {04} (15.0) - 1,1440
Minority interests 18.4 {0.2) - - - - {0.2) - Vi
Total shareholders® equity 11774  (88) (4.7) 05 (18) ({04) (152) - 1,162.2
Borrowings and debt 48.3 - - - - - - - 33
Provisions - - - - - - - -
Post-employment benefit obligations - - - - - - - 218 o
Deferred tax liabdities - - - 0.2 1.8 - 20 75 45
Other non-cument kabilities - - - - - - - 217 .
Total non-current liabilities 48.3 - - 0.2 1.8 - 20 570 1073
Short-term borrowings and debl 55.9 - - - - - - -
Provisions 436 - - - - (08 {05 {2ty s
Trade payables 1291 - - - - - - - i
Other current liabilities 166.6 - - - - 03 03 (@352 et
Total current liabilities 395.4 - - - - (0.3) (0.3} (57.0} 2u8a
TOTAL LIABILUITIES AND
SHAREHOLDERS' EQUITY 16211 (8.8} (4.7) 0.7 - [0.7}) {13.5} - 4,607.G
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NOTE 35.2 - RECONCILIATION OF BALANCE SHEET AND SHAREHOLDERS' EQUITY
AS AT 31 DECEMBER 2004

n milkons of euros

Franch Asclassifications Total Reclass- IFRS
GAAP adjust-  fcati
tmpair- Dapre- Goodwill Brands Iven- Deferred Other ments
ment  ciation  amor- lores  tax on
logses A amor-  tisation capital
tsation gains
of fixed
assetls
Note 3544 3544 3543 3547 J542 3545 35.4.6
Goodwil 235 0.2 - a8 - - - - a6 (83 s
Other ntangible assets 327 0.7) - - (7.9} - - - 18.6) -
Propenty, plant and equipment 463.2 (15.2) 23 - - - - - £12.9} 04 o0
Investment property - - - - - - - - - 4.1 -
Long-lerm investmenis 36.1 - - - - - - - - {05
Invesimenis in associates 201 - - - - - - - - 8.3
Criher non-curent financial assets - - - - - - - - - 125 T
Delerred 1ax assels - 53 {0.6) - 28 {09 - Q.3 13 7986 &
Total non-current assels 5756 (10.8) 1.7 38 (51 (0.5 - 0.3 {10.6) 96.1 641
Inventortes and work in rogress 289.0 - - - - +.2 - - 1.2 - TR
Trade recerables naz - - - - - - - - -
Other receivables 137.8 - - - - - - (1.0 {1.0} [B1.5) -
Shart-term investments 507.6 - - - - - - - - (20 -
Cash and cash equivalents 1an - - - - - - - - — il
Total current assets 1,162.2 - - - - 12 - (1.0} 0.2 (93.5) 105589
TOTAL ASSETS 1,737.8  (10.8) 1.7 3.8 (5.1} or - (0.7} {104) 26 1.730.0
Share capital 56.6 - - - - - - - - - w7
Sharg presmum 326 - - - - - - - - - L
Treasury stock {45.2) - - - - - - - - —- ey
Reserves 10820 (8.6 - - 4.7) 0.4 (1.8 06 (15.3) (466) .-
Teansiation adustment (67.9) 0.2 - 0.2 - - - - - 458 :
Net income for the year 2104 (2.2} 1.6 40  (D4) 03 1.2 0.7) 38 - e
Shareholders' equity -
Group's share 1,2782 (10.5) 1.6 3.8 {51} 0.7 (0.6) [v.3) 1L5) ~ 1,365}
Minoy interests 19.7 {0.2) - - - - - 0.2 - - BT
Total shareholdors' equity 1,2979 (10.8) 1.6 8 (51) [ R} {0.6) (1.1) 11.5) - 12864
Borrowings and debt 373 - - - - - - - - - N
Provisions - - - - - - - - - 3.2 .
Post-employment benetil obligations - - - - ~ - - - - 2319 oot
Delerred tax abilities - - 0.1 - - - 06 0.1 0.8 6.9
Cther non-curent labilities - - - - - - - - - 252
Tota) non-current flabilities a3 - 0.1 - - - 086 0.1 08 592
Short-term borrowings and debt 539 - - - - - - - - - gt
Provisions 16.1 - - - - - - - - @n N
Post-employment benefit obligations  24.9 - - - - - - - - (22.4) -
Trade payables 1431 - - - - - - - - -
Other current kabilities 164.6 - - - - - ~ 0.3 03 (305 t-
Total current liabilities 402.6 - - - - - - 0.3 0.3 ({56.6) M63
TOTAL LLABILITIES AND
SHAREHOLDERS EQUITY 1,737.8 (0.8 1.7 as {5.1) 0.7 - 0.7 {10.4) 261,7300
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NOTE 35.3 - RECONCILIATION OF INCOME STATEMENT FOR THE YEAR ENDED 3t DECEMBER 2004
n milions of ewros

French Reciassifications Total Reclassi- FRS
GAAP adjust- ficati
impair- Depre- Goodwill Brands inyen- Deolerred Other mants
ment ciation  amor- torles  tanon
losses & amor-  tisation capital
tisation gains
of fixed
assets
Note T 3544 3544 3543 3543 3542 3545 3546
Sales 13316 - - - - - - - - {0.2) 1.331.s
Cost of sales {462.2) - 1.4 - - 3.3 - - (1.9) 0.7 e,
Gross profit 869.4 - 14 - - {33 - -  (1.9) 0.5 3680
Admiristrative, marketing
and selng expenses {465.9) - - - {0.6) a6 - - 30 - Wi
Goodgwilt amaortisation (16.7) - - 4.0 - - - - 4.0 12.7
Other income and expenses (50.2) 3.1) 09 - - - - {0.9) 3.1 53 .3l
Operating income 336.6 (3.1) 23 40  {0.6) 0.3 - (0.9 20 18.5 3a87.4
Fnancal income 50 - - - - - - - - 2.5 P2
Income before tax 1.6 {3.1) 2.3 40 {0.6) 0.3 - (0.9) 2.0 21.0 36acC
Corporate income tax {127.0) 1.1 {0.8) - 0.2 {0.1) 1.2 0.2 1.8 - TR A
Share ol net income of associates - - - - - - - - o« — (210} 77l
Net income 214.6 [2.0) 1.5 40 {04 0.2 1.2 {0.7) 3.8 - 2184
Mmority interests {4.6) - - - - - - - - - e
Netincome - Group's share 2100 {2.0) 1.5 40 {0.4) 0.2 12 (0.7) a8 - 2134

NOTE 35.4 - MAIN ADJUSTMENTS

35.4.1 - Brands

In accordance with IAS 38, internally generated thergon as at 31 December 2003 in accordance with

—

brands and items similar in substance are not recoq-
nised as infangible assets. The gross value of inter-
nally generated brands and accrued amortisation

French GAAP has therefore been derecognised in the
transition to IFRS. Costs incurred in 2004 were
resiated and expensed in fuil.

in miions of euros

Impact on the balance sheet 01/01/2004 2004 net income 31/12/2004
Intangible assets - gross valug (7.6} 0.6} I
Intangible assets - amortisation 03 - (EAe)
Deferred tax 2.6 0.2 23
TOTAL (4.7} (0.9) {5.1}

Impact on the income statement 2004
Adminisirative, marketing and selling expenses VA
Geterred tax )

TOTAL {0.4)
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35.4.2 - Inventories

The cost of inventories includes all costs of purchase,
costs of conversion and other costs incurred in bringing
the inventories to their present location and condition, as
specified by IAS 2. In particular, discounts and collection
costs are included in the measurement of inventories.
Financial discounts must also be deducted from pur-
chase costs 1o determine the net purchase coslt.

As a result, in applying IFRS lor the first time, the
method of valuing inventories was supplemented in
order to take into consideration supplier discounts as
well as collection costs, which were previously recog-
nised as overhead costs.

in rmkons of eures

Impact on the batance sheet 01/01/2004 2004 net income 31/12/2004
Inventories - gross value 4.5 09 bR
Inventonies - provision 3.6 {0.6)

Detferred tax {0.4) {0.1)

TOTAL 0.5 0.2 @7

n millions of euos

Impact on the income statement 2004
Cos! of sales . R
Administrative, marketing and selling expenses LR
Deferred tax

TOTAL 6.2

35.4.3 - Goodwill

In accordance with IFRS 3, as of 1 January 2004,
goodwill may no tonger be amortised but is subject to

impairment testing. Amortisation recognised for 2004
was cancelled at the time of transition to IFRS.

in mitons of ewros

Impact on the income statement 2004
Goodwill amortisation [
Impairment losses w32
TOTAL 3.8

35.4.4 - Impairment losses

In accordance with IAS 36 “Impairment of assets”, the
Group sought to identify indicators of asset impair-
ment losses lor its operating divisions. The assets of
the relavant activities exposed to risk were impaired to
the extent of the identified loss. Any depreciation
recognised on the impaired assets was cancelled.

The Hermés Group has broken down its business
operalions by designating cash generating units

(CGUs) for which potential impairment losses were
identified.

The Group has defined the following CGUs:

- sales units {stores}, which are {reated independently
from one another;

-~ businesses cenired on production or distribution of
one type of product, such as Perfurmes, Watches or
Tablewarg;
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- separate production activities {Leather Goods pro-
duction, Sitk Products production);

— associates;

— investment property.

The models and assumptions used 1o determine the
future cash flows and therefore the economic value of
the CGUSs factor in local risks, nflation and rates of
growth determined based on historical growth rates
and budget figures.

in millions of euros

Impact on the balance sheet 01/01/2004 2004 net income 3N2/2004
Goadwill - impairment - {0.2) sl
Intangible assets - amortisation 0.7} -

Property, ptant and equipment - depreciation {12.3) (2.9 PR
Deferred tax assets 4.2 1.1 in
TOTAL {8.8} (2.0) {10.8}

in millions of ewros

Impact on the income statement 2004

Other incoma and expenses

Delerred taxes v,
*TOTAL (2.0)

35.4.5 - Deferred tax on unrealised capital gains

Deferred tax has been recognised on unrealised cap-
ital gains on associates. In accordance with 1AS 12,
these gains represent the difference between the con-
solidated value of these associates and their tax value.
The gains were taxed at the rate of 19% in the open-
ing balance sheet and at 30 June 2004, and al the
reduced rate of 5% at 31 December 2004.

The use of this reduced rate, as authorised by the
Amended Finance Act of 2004, was applied based on
the iolfowing factors:

- the Hermés Group does not intend to seli these
investrments i the medium term;

- no dividend distributions from these investments are
expected in the meadium term.

n miflions of euros

Impact on the balance sheet 01/01/2004 2004 net income INN2/2004
Deferred tax kabiities (1.8) 1.2 Y
TOTAL (1.8) 1.2 (0.5}

n mifions of ewros

impact on the income statement 2004
Deferred taxes '
TOTAL 1.2
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35.4.6 - Main reclassifications affecting the 2004 financial statements

While the overall structure of the IFRS balance sheet
adopted by the Group is similar to the halance sheet
structure under French GAAP, certain reclassifications
proved 1o be necessary when applying IFRS; in par-
ticular, certain headings that were not presented sep-
arately under French GAAP have been added.

The main reclassifications refate to the iollowing:

* |AS 1 - Separation of assels and liabifities into cur-
rent and non-current assets and liabilities

Assets and liabilities related to the operating cycle and
those maturing in less than twelve months as of the
closing date are classified as current.

The main reclassifications applied to the following line
items;

— nor-current financial assets: security deposits, non-
interest bearing loans and certain other medium- and
long-term financial assets are now classified under
“Other non-current financial assets™;

— provisions for retiremen! benefits: except for
amounts expected to come due within twelve months,
other pension obligations have been classified under
“Other non-current liabilities”;

- other receivables: liabilities for employee profit-shar-
ing have been broken down by maturity.

* JAS 12 - Delerred taxes
In accordance with IAS 12, deferred tax assets and
liabilities are now recorded on a separate line of the

balance sheet under non-current assets or liabilities.
These items were previously recorded under other
receivahles or payables.

« IFRS 1 - Translation adjustments

Foltowing adoption of the alternative: treatment allowed
under IFRS 1 (see note 1.4), translation adjustments
have been reclassified info consolidlated reserves.

* IAS 40 — Investment property

Investrment property is now shown on a separate line
of the balance sheet. Mos! of the property in question
is located in Asia {(Hong Kong) and in France.

* |AS 28 - Investments in associales

Goodwilt on associates is shown under “Investments
in associates”. The share of net income of associates
is shown in a separate ling in the income statement,
betow the “Operating income” line.

* Other

Financial discounts have been reclassified into the
appropriate line items in the income staterment (sales
and cost of sales).

Line item reclassifications are shown in the tablas on
the following pages.
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Reclassitications affecting the balance sheet as at 1 January 2004

in millions of euros

tnvestments Deferrod Deferred  Invesi- Delemed Security Other  Trans- Post- Profit Other Tota
in associates tax tax mem charges deposits fnancial lation employ- sharing reclasst
assats Kabiliiew property assets  adjust- ment h fical
ments  banefil
{IMSs 1) obliga-
tions

Goodwik 20.9} - - - - - - - _ _ -
Other ntangble assets - - - - - - - - - - - K

Property, plant and
equipment - - - (4.5} 1.7 - - - - - - [N

Investment property - - - 4.5 - - - - - - - .
Long-term investrnents - - - - - {7.4) (3.3 - - - -

investments in associates 20.9 - - - - - - - - - -

Qther non-current nancial
assels - - - - - 7.4 3.3 - - - - LI

Deferred 1ax assets - 869 - - - - - - - - - R
Total non-current assets - B&Y9 - - 1.7 - - - - - -  B8B

Inventories and
wOrk in progress - - - - - - - - - - -

Trade recewables - - - - - - - - - - -
Other 1eceivables - {86.9} - - .7 - - - - - T
Short-term investments - - - - - - - - - - -
Cash and cash equivalents - - - - - - - - - - —
Tolal curent assets - (86.9) - - (.7 - - - - - - B58]
TOTAL ASSETS - - - - - - - - - - -
Share capitat - - - - - - - - - - -

Share premum - - - - - - - - - - -

Treasury slock - - - - - - - - - - -

Reserves - - - - - - -  {46.6) - - - Tty
Translation adjustment - - - - - - - 4686 - - -

Shareholders' equity -
Group's share - - - - - - - - - - - -

Minority interests - - - - - - - - - - - -

Total shareholders’ equity - - - - - - - - - - - -
Borrowings and debt - - - - - - - - - - -
Provisions - - - - - - - - - - - -

Post-employment benefit
obligations - - - - - - - - 218 - I

Deferred tax liabilities - - 7.5 - - - - - - - - .
Onher non-cument Sabitdies - - - - - - - - 27.2 05 S0
Total non-current liabilities - -~ 1.5 - - - - - 218 212 05 570
Short-term bomowings and debt  — - - - - - - - - - - -
Prowvisions - - - - - - - - (218 - - g
Trade payables - - - - - - - - - - -

Other current liabilities - - 7.5 - - - - - - 212 05 na4
Total current liabilities - - @5 - - - - - (21.8) (2T2) (0.5} {57.0t

TOTAL LIABILITIES AND
SHAREHOLDERS™ EQUITY - - - - - - - - - - - -
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Reclassifications affecting the balance sheet as at 31 December 2004

n millions of ewrcs.

Investiments Defared Detenred

associes

[F]
assels

Lax
Nabditias

Prepsy- Security
mems depotits

fnancial

Post-  Prov-  Profit  Other  Totsd

smploy-  sions  thadng rectass-

mant schamns fications

Gooowi B3

Cther mtangbte assels

Property, plant and
equipment

Investment property

Long-term investments

8.9

(3.6)

Investments n associales

83

Othes non-cument fmancial
assels

89

3.6

Deferred tax assets

79.4

Total non-current assets

79.4

- - - - o

Inventories and work
in progress

Trade receivabiles

Other recevables

Short-term investments

Cash and cash equivalents

Total current assets

- - - - ey

TOTAL ASSETS

- - - 02 25

Share capital

Share premium

Treasuty stock

Reserves

(46.6)

Translation: adustment

45.6

Shareholders’ equity -
Group's share

Minority interests

Total shareholders’ equity

Bomowings and debt

Provisions

Post-employment benefit
oblgations

Deferred 1ax habilties

6.9

Other non-Curren kabilties

2.1

05

'
[
o
2
o

Total non-current liabilities

6.9

21

239 32 226 05 9.2

Short-term borrowings
and debt

Provisions

229y a2 - - -

Trade payables

Other current kabiities

1

6.9

03

{1.0 (226 (03 o

Total current liabilities

16.9)

0.3

(23.9) (3.2) (226 (0.3) &L &

TOTAL LIABILITIES AND
SHAREHOLDERS' EQUITY

24
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Reclassifications affecting the 2004 income statement
n millions of ewros

Financial Investrments Reclassifications

discounts in associates
Sales {0.2} - {0.2}
Cost of sales 0.7 - o
Gross profit 0.5 - ¢.5
Adminisirative, marketing and seling expensas - -
Goodwill amortisation - 12.7 e
Other mcome and expenses - 5.3 3
Operating income 0.5 18.0 18.5
Financial income (0.5) 3.0 Pl
Income before tax - 21,0 210
Corporate income tax - - -
Share of net income of associates - {21.0) [

Net income - - -

Minority inlerests - -

Net income - Group’s share - - ~
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NOTE 35.5 - RECONCILIATION OF BALANCE SHEET AND SHAREHOLDERS' EQUITY

AS AT 1 JANUARY 2005

n milkons ol ewros

FRS Raclassifications Total Rectassi- IFRS
3Ny restate- 0101/
2004 Hedging Com- C - Gther  maents (1 2005
wnatru-  pound ments to
menls  instru-  buy out
mants minonity
share-
holders
Goodwill 18.8 - - - - - -
Orher intangtle assets 241 - - - - - -
Property, plant and equipment a50.7 - -~ - - - -
Investment property a1 - - - - - -
Long-term investrnents. 356 - {32 - - (3.2 - [
Investments i associates 28.4 - - - - - -~
Other non-current financial assels 12.5 - - - - - -
Deferred 1ax assels 86.9 2.0 - - 1.0 30 - -
Total non-current assets 661.1 20 (3.2) - 1.0 {0.2) - 608
Inventories and work in progress 290.2 - - - - - - Tws
Trade receivables 147 - - - (3.1 @1} -
Other receivables 55.3 - - - - - (1.0
Denvatives - 183 - - - 83 1o .
Shon-term investments 4956 - - - - - -
Cash and cash equivalents 1131 - - - - - -t
Totat current assets 1,068.9 18.3 - - {3.1) 15.2 - 1,084.1
TOTAL ASSETS 1,7300 204 (3.2 - [22) 15.0 - 3, 745.0
Share capita! 56.6 - - - - - - i
Share premium 326 - - - - - - 1L
Treasury stock “5.2 - - - - - - s
Reserves 12340 395 @2 - {15 @®8n - s
Transtation adiustment 11.3) - - - - - - il
Dervatives - 6.7 - - - 16.7 - "
Shareholders® equity - Group's share 1,266.7 13.2 (3.9 - {1.9) 8.0 - 3,274.7
Mmority interests 19.7 - - 25 - (2.5 - K
Total shareholders' equity 12864 132 (3.2) {25 (1.9 5.5 - 3,201.9
Borrowings and debt 373 - - 25 - 25 - v
Provisions 3.2 - - - - - -
Post-empioyment benefis obligations 239 - - - - - - 3
Deferred tax labiities 7.7 88 - - - 8.8 - 't
Other non-current labilities 252 - - - - - ~ T
Total nan-current liabilities 973 88 - 25 - 1.3 - 1048
Short-term borrowings and detit 539 - - - - - - N
Provisions 12.4 {1.6) - - - (.6 - (Rt
Post-employinent banefit obligations 25 - - - - - - ;
Trade payables 1431 - - - (0.2} {0.2) EE
Other current kabilities 1344 - - - - - - 1Lt
Total current liabilities 346.3 {1.6) - - {0.2) (1.8) - 3445
TOTAL LIABIUITIES AND SHAREHOLDERS' EQUITY 1,7300 204 (3.2) - {22) 150 - 1,748.0

{1) Reclassification of option premiums from prepaid expensas to dervatives.
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IAS 32 and 39 - Hedging instruments

As at 1 January 2005, foreign exchange and interest
rate hedging instruments have been recognised in
accordance with the method described in Note 1.11.

The table below summarises the impact of this
treatment.

= methons of puras

Instrument Carrying Market Share Share Deterred Netimpact

amount value in net in tax on opening
income equity reserves

Options (Hermes International) 1.0 - {11.0) - 3.8

Forward sales (Hermés Intemational} - 36 36 - (1.3)

Other - - 16 - {0.6)

Forward sales (other subsidiaries) - 258 03 255 {8.8) .

TOTAL (3.5}

1AS 39 - Compound instruments

As indicated in Note 1.11.1, the Hermés Group has
broken down its compound instruments into a finan-
ctal asset component and an embedded derivative
component. The Leica convertible bonds subscribed

tor during 2004 have been restated in this way, Based
on the fair value of the embedded dervative as at
1 January 2005, the Group recognised a 100%
impairment loss.

1AS 32 - Commitments to buy out minority shareholders

The Group has given the minority shareholders of cer-
tain subsidiaries a commilment to buy out their
shares. Under French GAAP, commitments to buy cut
minority shareholders were recorded under off-bal-
ance sheet commitments.

Pending the release of a specific standard or inter-
pretation by the 1ASB on the treatment of sales of puts

IAS 32 and 39 - Other impacts

The other impacts correspond to the revaluation of
all liabilities and receivables denominated in foreign
currencies.

on minority interests, the Group has recognised these
commitments as follows:

- the amount of the commitment as of the closing
date is recorded under *Other non-current fiabilities”;
and

- the cormresponding minority interests are reclassified
in the above-menticned line ilem.

128 CONSOUDATED FINANCIAL STATEMENTS



NOTE 35.6 - RECONCILIATION WITH VERSION PRESENTED UPON RELEASE
OF INTERIM FINANCIAL STATEMENTS FOR SIX MONTHS ENDED 30 JUNE 2005

Balance sheet and shareholders’ equity as at 1 January 2004

in mihons of ewros

initial impairment Brands Final

version* losses version
Property, plant and equipment [ 3.7) -
Deferred tax assets 1.3 286 G
Other assets - - :
TOTAL ASSETS (2.4} 26 1,607.6
Share capital, share premiurm, treasury stock {530 - - 300
Reserves o (2.4) 2.6 IO,
Translation adjustments - -
Minarity interests - - -
Total shareholders’ equity 1,162.0 {2.4) 2.6 1,362
Qther liabitities I - - :
TOTAL LIABILITIES AND
SHAREHOLDERS' EQUITY 1,607.4 {2.8) 2.6 $1.6078

Balance sheet and shareholders’ equity as at 31 December 2004

n médhons of euros

Initial Impairment Brands Final

version* losses version
Property, plant and equipment a5 (5.0} - -
Deferred tax assels 1.8 28
Other assets 1 0.1} -
TOTAL ASSETS 1,730.5 {3.3} 2.8 1.73C.0
Share capital, share premium, treasury stock A - -
Resarves {2.4) 2.6
Net income {0.9) 02
Transtation adjustments I - -
Minority interests 7 - -
Total shareholders’ equity 1,286.9 {3.3} 28 1,286.4
Other liabilities Lo B - - o
TOTAL LIABILITIES AND
SHAREHOLDERS’ EQUITY 1,736.5 {3.3) 2.8 1,735.9

* tndtial varsion prasented whon interim accounts for the six months ended 30 June 2005 wera released, with the opening balance sheet

propared under IFRS.
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Simplified 2004 income statement
in milions of ewros

Initial Impairment Brands Final

version* losses version
Sales 1,300 - - BT
Gross profit 0.7 -
Operating income 3584 1.3) -
Income before lax QN (1.3) -
Corporate income tax PR 05 0.2 RPN
Net income 2194 0.9) 0.2 2184
Minority interests L - - T
Net income - Group's share 2145 {0.9) 0.2 2139

* Initial version presented when interim accounts for the six months ended 30 Juna 2005 were released, with the opening balance sheet
propared under IFRS.
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Comparative Financial Statements for 2002, 2003 and 2004 under French GAAP

CONSOUDATED INCOME STATEMENT UNDER FRENCH GAAP

N milions of ewros

2003 2002
Sales {noles 19 and 20) 1,230.0 1,242.3
Cosl of sales {427.2) (437.4)
Gross profit (nole 12) 802.8 804.9
Selling, marketing and administrative expenses (note 13) {426.9) (436.1)
Goodwill amortisation {note 5) 4.9 (6.0}
Other income and axpense (note 14} DESRR {38.2) {42.6}
Operating income 336.7 332.8 320.2
Net financial income (note 16} [ 6.6 79
Net income betfore tax 3417 339.4 3281
Corporate income tax {note 17) LT {18.7) {107.7)
Consolidated net income 14,7 220.7 2204
Minority interests (note 11) o (3.9) (4.9
NET INCOME - GROUP’S SHARE 21041 2168 215.5
Earnings per share {in euras) (note 23) [ 592 5.88
Oiluted earnings per share (in euros) {note 23) T 5.88 5.84
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Comparative Financial Statements for 2002, 2003 and 2004 under French GAAP

CONSOLIDATED BALANCE SHEET AS AT 31 DECEMBER UNDER FRENCH GAAP

ASSETS
in mifhons ol euros
2004 2003 2002
Depreciation,
Gross amortisation Net Het Net
and provisions
| Fixed assets 955.9 380.3 5758 546.0 540.6
I Goodwill (note 5) LA LR o 383 447
Intangibles {note 3) - LR .o 28.7 28.2
Property, plant and equipment (ncte 4) AN FEL Lo 430.3 4193
Long-term investments {note 7) us [N 168.8 19.3
Investments in equity affiiates {note 6) P ) 289 291
Current assets 1.282.4 120.2 11022 1,075.1 1,021.8
Inventories and work in progress (note 8) £ A Sl 280.2 274.4
Trade receivables (note 9) el .0 s 104.3 96.3
. Other receivables (note 9 B 3.0 B 137.6 131.2
! Short-term investments {note 18) [ P 390.6 362.1
' Cash and equivalents (note 18} T Cx 162.4 157.8
TOTAL ASSETS 2,333.9 500.5 1,737.8 1,621.1 1,562.4
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LIABILITIES AND SHAREHCLDERS' EQUITY

Belore appropriation

in Milions of ewros

2004 2003 2002
Shareholders’ equity (Group's share) 1,278.2 1,159.0 1,041.5
Share capital : 56.5 56.4
Share premium i F 303 26.2
Reserves Tt 902.0 74B.1
Cumulative translation adustment al R {46.6) 4.7)
Net income for the year Al 216.8 2155
Minority interests {note 11) 107 184 16.1
Provisions for contingencies and losses (note 10} 41.0 43.6 57.4
Liabilities 393.% 400.1 447.4
Borrowings and debt {note 18) LY 104.2 150.2
Trade payables {note 9} A 129.1 128.7
Other liabilities (note 9) N 166.8 168.5
TOTAL LIABILITIES AND SHAREHOLDERS® EQUITY  1.737.8 1,621.1 1,562.4

The negalive 57.9 million eurc cumutative translation
adjustment comprises negative balances of 22.6 million
eurs refating to Asia excluding Japan, 21.6 million
euros for Japan, 11.8 milion euros for the Americas,

4.2 million euros for the euro zone, and a positive bal-
ance of 2.3 million euros for the other European coun-
tries {(mainly Switzerland).
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STATEMENT OF CASH FLOWS UNDER FRANCH GAAP

n milions of ewros

2004 2003 2002

CASH FLOW FROM OPERATIONS * 2523 258.7 273.2

Inventories and work in progress R {15.7} {13.6)

Trade receivables e {13.4) 43

Other receivables T (2.8) 7.3

| Trade payables . 45 12.9)

} Cther liabilities and miscellaneous items - 59 3.0

Change in operating working capital [13.9 {21.5} {26.5)

FUNDS GENERATED BY OPERATIONS 278.5 237.2 246.7

Acquisitions of intangiblas s 6.3) (6.9)

| Acquisitions of property, plant and equipment o R {85.4) (94.7)
‘ Acquisitions of participating interests RS {2.5) -

‘ Amounts payable relating to fixed assets o 1.7 2.6

Disposals L 1.0 0.5

FUNDS USED IN INVESTING ACTIVITIES 6.2} {91.5) {98.5)

Dividends paid [ (62.6) (57.6)

Increase / (Decrease} in shareholders’ equity i 6.3 3.0

FUNDS USED IN FINANCING ACTIVITIES {51.2) {56.3) (60.6)

Effect of changes in the scope of consokdation e - -

Effect of foreign exchange difierences ot {10.0) 2.4
CHANGE IN NET CASH POSITION 80.4 79.4 90.0
Net cash position at 1 January . Ay 3748 284.8
Net cash position at 31 December P 4542 3748
CHANGE IN NET CASH POSITION gc.a 79.4 90.0

" Calcuiation of cash flow from operations

in millions of ewrcs

2004 2003 2002

Net incomne - Group's share 2101 216.8 2155
Depreciation and amortisation 0 520 522
Change in provisions - (13.6) 2.5
Share in net income/(losses) of equity alfliates o 0.6 (1.1}
Dividends received from equity affikates [ - 0.2
Minority interests ERR 39 4.9
Capital gains and losses on disposals e 13 0.3)
Detferred tax A 2.3} {0.7}
CASH FLOW FROM OPERATIONS 2523 258.7 2732
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STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY - GROUP'S SHARE

UNDER FRENCH GAAP
Before appropriation i rubons of cuos
Share Share Consolidatod Curent Translation Total share-
capital premium  reserves year's net adjustment  holders’
income equity
As of 31 December 2001 56.4 257 605.2 201.7 219 9109
Movernents
Change in share capital and share premiumn - 0.5 - - - 0.5
Purchase or sale of treasury stock - - 4.2 - - 4.2)
Apprapriation of net income for the year - - 201.7 {201.7) - -
Consolidated net income far the year (Group’s share} - - - 2155 - 2155
Dividends paid - - {55.9) - - {55.9)
Change in translation adjustments - - - - {26.6) {26.6)
Other - - 1.3 - - 1.3
As of 31 December 2002 56.4 26.2 7481 2155 {4.7) 1,041.5
Movements
Change in share capital and share premium 0.1 4.4 - - - 4.2
Purchase or sale of treasury stock - - - - - -
Appropriation of net income for the year - - 2155 {215.9) - -
Consolidated net income for the year (Group's share) - - - 2168 - 2168
Dividends paid - - 61.6) - - {£1.6)
Change in transtation adjustiments - - - - {41.9) {41.9}
Other - - - - - -
As of 31 December 2003 56.5 30.3 902.0 {216.8) {46.6) 1,158.0
Movements
Change in share capital and share premium Q.1 2.3 - - - 2.4
Purchase or sale of ireasury stock - - {18.3) - {18.3)
Appropnation of net income for the year - - 2168 {216.8) - -
Consolidated net income for the year (Group's share) - - - 2101 - 2101
Dividends paid - - {63.5) - - (63.5)
Change in translation adjustments - - - - {11.3) {11.3)
Other - - 0.2) - - (0.2)
As of 31 December 2004 56.6 32.6 1,036.8 210.1 {57.9) 1,278.2
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As at 31 December 2004, the share capital of Hermés The share capital of Hermés inlernational increased by

International was made up of 36,977,172 shares with 65,000 euros (42,168 shares) during the year ended

a par value of 1.53 euros each. 31 December 2004, due 10 the exercise of stock
options by Hermés Group employees.,

Changes in translation adjustments in 2004 relate
mainly to the following:

in millions of euros

Positive translation adjustment differences

Korean won 26
Ewo zone 1.9
Swiss franc 09
Other currencies 0.1
Sub-total 55
Negative translation adjustment differences

Japanese yen (5.6)
US dollar (4.9)
Hong Kong dollar {3.8)
Singapore dollar (1.8}
Australian dollar {0.2)
Pound sterfing {0.1)
Other currencies {0.4)
Sub-total {16.8)
Total (11.3)
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NOTE 1 - ACCOUNTING POLICIES

The consolidated financial statements of the Harmés
Group have been prepared in accordance with the legal
and reguiatory provisions apphcable in France and with the
provisions of Regulation 99-02 issued by the Comité de
Réglementation Comptable (CRC).

NOTE 1.1 - CHANGE IN ACCOUNTING METHOD
Recommendation No. 2003-R.01 of 1 April 2003 and
notice dated 22 July 2004 issued by the Conseil
National de la Comptabilité (CNC})

This recommendation, which is applicable as from 1 Jan-
vary 2004, penains to the rules for recognising pension
obligations. t relates to post-retirernent employee benefits,
other long-term benefits, lump-sum payments for employ-
ment agreement termination and the attendant payroll and
tax contributions. More specifically, it introduces Lhe notion
of actuarial gains and losses. The Hermés Group decided
1o apply this recommendation as from the financial year
commencing on 1 January 2004.

Until 31 Becernber 2003, all actuarial gains and losses
were recognised in the income siatement. In 2004, due to
the application of this recommendation, the Hermés Group
recognised 4 million euros in actuarial losses under ofi-
balance sheet items. As from 1 January 2005, accrued
actuarial gains and losses exceeding 10% of the commit-
mgnt amount, gross of dedicated investments, or 10% the
market value of these investments at year end {“corridor”
method). will be amontised over the average residual dura-
tion of employment of the relevant employee.

As a result of applying this recommendation, the Hermés
Group also booked a charge of 0.5 million euros (0.3 mil-
lion euros net of deferred tax) to provisions for long-service
awards, which was deducted directly from shareholders’
equity.

Al 1 January 2004, the retrospective application of this
new regutation would not have produced a material impact
on the Hermés Group’s consolidated net assets, Conse-
guently, no pro forma accounts as ol the opening date
have been drawn up.

NOTE 1.2 - SCOPE AND METHOD

OF CONSOLIDATION

The conscidated financial statements have been prepared
in accordance with tha legal and regulatory provisions
applicable in France. The new methodology established
by the Comilé de Réglementation Comptable, as con-
tained in Regulation 99-02 issued on 29 April 1999, is
applied with effect from the financial year commencing

1 January 2000. The consolidated financial statements
include the financial statements of Hermés International
and material subsidiaries over which Hermés International
has, directly or indirectly, exclusive control, joint controf or
significant influence.

A company is under exclusive controt when the Group
holds more than 50% of its voting rights. Nevertheless, it
can be considered that a company is under exclusive con-
trol when less than 50% is held provided ihat the Group
has eflective control over the management of the com-
pany. The concept of effeclive control extends o under-
takings which are operated under partnership agreements
with others.

The financial statements of companies under exclusive
control are fully consalidated.

Joinlly controfled companies are consolidaled using the
proportional method.

The financial statements of other companies over which
lhe Group has significant influence (peicentage of control
exceeding 20%) are accounted for by the equity method.
By way of exception, some companies more than 50%
controlled by the Group are also accounted for by the
equity method where they are not material 1o the Group
and the information needed to include them in the consol-
idated financial statements on a full consobdation basis
cannot be obtained without undue delay.

A list of companies included in the consolidation is gven in
Note 24.

NOTE 1.3 - TRANSLATION OF THE FINANCIAL
STATEMENTS OF FOREIGN COMPANIES

Financial statements expressed in foreign currencies are
translated in accordance with the following principles:

* balance sheels are translated at the official year-end
exchange rate;

+ income statements are translated at the average annual
exchange rate for each currency;

+ slatements of cash flows are translated at the average
annuat exchange rate for each currency;

+ the Iranslation adjustment atiributable to the Group aris-
ing from the impact on shareholders’ equity of the differ-
ence between historical exchange rales and year-end
exchange rales, and from the use of different excharnge
rates for the income statement and balance sheet, is
shown separately in consolidated shareholders’ equity.
The same principle is applied to minority interests.
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NOTE 1.4 - TREASURY MANAGEMENT

A provision for contingencies is set up for foreign exchange
losses. Unrealised loreign exchange gains are recognised
as income in accordance with the preferential method as
defined in CRC Regulation 99-02, except for unrealised
gains and losses on forward currency contracts and
oplions, which are:

+ either netted against the comesponding gains or losses
on the assets or liabilities hedged by the instrument in
question;

+ or deferred where they retate to a transaction due lo take
place in the following financial year.

Interest rate instruments are used in connection with the
management of the Group's cash investments. Gains and
losses on interest rate differentials are recognised on an
accrual basis.

NOTE 1.5 - FINANCIAL YEAR-END

The consolidated financial statements are prepared on the
basis of annual financial slatements or of interim accounts
as at 31 Decernber.

NOTE 1.6 - ELIMINATIONS OF INTRA-GROUP
TRANSACTIONS

The income statement effect of intra-Group transactions
such as margins on inventories, gains or losses on dis-
posals, cancellation of provisions for impairment of value of
shares in consolidated companies, and provisions for
loans to consolidated companies, is eliminated.

These transactions are subject 10 corporate income tax.
Dividends and interim dividends received by the Group
from consolidated companies are eliminated on consol-
dation. A matching amount is recorded in consclidated
reserves,

In the case of companies accounted lor using the full con-
solidation method, intra-Group accounts are eliminated
in full.

NOTE 1.7 - GOODWILL

The ditference arnising between the cost of acquisition of
the Group's interest in newly-consolidated subsidianes
and the share of net assets acquired fincluding restated
earnings to the date of acquisition} is treated as follows:

+ The portion refating to separately identifiable assets is
attributed to those assets as a fair value adjustiment, rep-
resenting the difference between the fair value at which
they are included in the consolidated balance sheet and
their value in the books of the acquired company. Fair
value is equivalent to value in use in the case of assets
intended for use in operations, and to realisable value in the
case of assets not intended for use in operations.
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+ The balance is considered to be goodwill. The amount of
goodwill may be corrected in the year lollowing that in
which the acquisition takes place, in order to reflect adjust-
ments (0 the vatlualion of the assels and liabilities recog-
nised a1 the lime of the acquisition.

Positive fair value adjustments are subject 1o depreciation
and amortisation using the same methods as the assets to
which they are applied.

Goodwill is amortised over a period appropriate to the
nature of the business acquired and to the objectives set
at the time of the acquisition, and not exceeding 20 years.
Goodwill is reviewed annually, in accordance with CRC
Regulation 99-02, 10 ensure thal the residual net value
does not exceed the expecied relurn on the investrment in
the subsidiary in question [determined on the basis of
future anticipated and discountad cash flows), whether or
nat its shares are listed on the stock market.

Negative goodwill is included in provisiens for contingen-
cies and lgsses on the liabiities side of the consolidated
balance sheet, and is released to the income slatement
over a maximum peried ol 10 years depending on the fore-
casts made at the time of the acquisition,

NOTE 1.8 - INTANGIBLES

Organisation costs are tully expensed in the year of acqui-
sition, given their relatively low fair value and on grounds of
prudence,

Purchased goodwill and leasehold rights are writlen down
to their probable realisable value where this is lower than
net book value,

Software is depreciated over a maximum period of three
years.

Trademarks and patents are written down {o their proba-
bla realisable vatue where this is lower than net book value.

NOTE 1.9 - PROPERTY, PLANT AND EQUIPMENT
Property, plant and exquipment are valued at histoncal acqui-
sition cost and depreciated, generally using the straight-tine
method, over the following average estimated useful ives:
* buildings: 20 years;

+ leasehold improvernents, fumiture and fixtures: 3 10
10 years depending on the expected useful ife of the asset
in question, and not exceeding the term of the lease
{in particular in the case of store fittings);

+ industrial plant and equipment; 10 years;

* other iterns: maximum of 5 years.

Property acquired under finance lease agreements is cap-
italised when the lease efiectively transfers to the Group
virtually all risks and rewards incident to ownership of such
property. The criteda for evaluating these agreements are
based primarity on:
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+ the lease term as a proportion of the life of the leased
assets;

+ total future minimum payments in proportion to the fair
value of the asset financed;

+ whether or not there is transfer of ownership al the end
of the lease agreement;

* the existence of a purchase option on favourable terms;
* the specific nature of the leased asset.

Property acquired under finance leases is restated so as to
show the original value of the buildings and the theoreticat
depreciation thereon on the asset side of the balance sheet
and to show the coresponding debt on the liabidities side.
Leases for movable property are restaled only if they are
significant as such.

Leases that do not have the characteristics of a finance
lease are Wreated as operating leases, in which case only
the rents are recorded under income.

Where an acquisition is partially financed by an invest-
ment subsidy, the subsidy is released to the income
statement over the depreciation period of tha related
asset. The subsidy itsell is recorded in "Other fiabilities' in
the batance sheet.

Depreciation of property, plant and equipment direclly
linked to production is charged 1o cosl of sales, while
depreciation of other tangibles and amortisation of intan-
gibles {including consolidation goodwil)) are charged to
“Other income and expense”.

NOTE 1.10 - LONG-TERM INVESTMENTS
tong-term invesiments comprise investments in non-con-
solidated companies, loans to third parties outside the
Group. and misceltaneous financial deposits. They are val-
ued at historical acquisition cost.

Investments in non-consolidated companies are covered
by a provision if the Group's share of equity in the company
falls below their gross valtue.

Provisions are booked against loans and other long-term
investments where recoverability becomes improbabile.
Any share in negative ne! assets of campanies accounted
for by the equity method is, in the interests of simplicity and
clarity, netted off “investments in equity affiiates” rather
than being classified as a provision for contingencies.

NOTE 1.11 - INVENTORIES

Inventories held by Group companies are valued at
weighted average cost or standard cost adjusted for
varniances.

Provisions are booked to reduce inventories o net realis-
able value i this is lower than book value, and for slow-
moving inventories.

These provisions are charged 10 cost of sales.

NOTE 1.12 - MARKETABLE SECURITIES

Marketable securities are valued at their market value as at
31 December calcutated separately for each category ol
securities. Losses in value on individual securities give rise
to a provision for impairment, charged against financial
income. Unrealised gains are also raocognised in the
income statermant.

NOTE 1.13 - ADJUSTMENT OF DEPRECIATION,
AMORTISATION AND PROVISIONS

Tha impact ol accounting entries booked solely to compty
with tax legislation is eliminated from the consglidated
financial statements, net ¢f deferred tax.

These adjustments mainly relate to restricted provisions
and accelerated tax depreciation in French companies,
and to excess provisions for nventories and doubtful
accounts in foreign companies.

NOTE 1.14 - CORPORATE INCOME TAX

The tax chargs includes:

+ the current tax for the year of the companies included in
the consolidation;

+ deferred tax resulting from timing differences:

- between the laxable earnings and accounting income of
each consglidated company,

- arising from adjustments made to the financial state-
ments of consolidated companies to bring them into line
with Group accounting principles;

- arising from consolidation adjustments.

Deferred tax & calcutated on all timing differences existing
at year-end {full provision) al the tax rate in force on this
date, or at the rate for the subsequent year where known.
Previous deferred tax is revalued using the same rate (lia-
bility method}.

The main calegories of deferred taxes apply to restate-
ments of intemal profits on inventories, provisions for
inventories and timing differences.

If a recovery risk arises on some or all of a deferred tax
asse!, a provision for depreciation is recorded.

The Company has opted for a group tax election, which
took effect from 1 January 1988. Under the terms of an
agreement between the parent company and the sub-
sidiaries included in the group tax election, projecled and
actual tax savings or fiabilities generated by the Group are
recognised in the income statement in the year in which
they arise.

The main companies inchuded in the group tax election are
Hermés International, Avri-Morio 8 Patte, Bagages et
Cuirs, Castille Investissements, Compagnie des Arts de la
Table, Compagrie des Cristalleries de Saint-Louis, Com-
pagnie Hermés de Participations, Comptor Nouveau de ka
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Parlumerig, Ganterig de Saint-Junien, Gordon-Chaisy,
Héraklion, Hermés Seflier, Holding Textile Hermeés, John
Lobb, La Manufacture de Seloncourt, La Maroquinerie
Nontronnaise, Maroquinerie du Belley, Maroquinene des
Ardennes, Nehel, Société d'Impression sur Elofles du
Grand-Lemps and Sport-Soie.

NOTE 1.15 - SALES AND TRADE RECEIVABLES
Sales of goods are accounted for on delivery; sales of
services are accounled for on completion. A provision is
recorded for any trade receivable likely to show a risk of
total or partial non recovery.

NOTE 1.16 - RETIREMENT BENEFIT
COMMITMENTS

A provision is recorded lor commitments in respect of
stalutory retirement benefit schemmes tor the employees of
French companies in the Group, and for top-up schemes
for executives and senior managers of these companies.
These provisions are based on an actuarnial calculation,
which takes into account length ol service, life expeclancy
and staff tumover, plus assumptions on inflation and dis-
counting. These have been defined on a case-by-case
basis lor each country and each Group company that car-
ries these commitments. The procedures applicable to
retiring employees also apply the new provisions pursuant
to the taw of 21 August 2003 {Fillon Act).

The impact of the new regulation pertaining mainly {o
the accounling treatment of actuarial gains and losses
is described under Note 1.1, Changes in accounting
methods.

In the case of some companies, the amount of these com-
mitments has been paid over 10 insurance companies.
Foreign companies generally operate defined-benefit
schemes and pay contributions te independent pen-
slor: funds.

The amount of these commitmenits is discdosed m Note 10a
10 the Notes to the Consolidated Financial Statements.

Comparative Financial Statements for 2002, 2003 and 2004 under French GAAP

NOTE 1.17 - RECOGNITION OF FINANCIAL
INSTRUMENTS AND DERIVATIVES

According to Group rules, consolidated subsidiaries may
nol take any specutative financial positions,

Forward cumency contracts, currency options and simitar
contracts existing at year-end are revalued at the closing
rate. Unrealised gains and losses resulting from this revat-
uation are:

+ netted against the corresponding gains of losses on the
assets or liabiities hedged by the instrument in question;
+ deferred where these instruments relate to a transaction
due 1o take place in the following financial year;

+ taken to the income staterment if these instruments are
not allocated.

Gains or losses arising from interest rate swaps used to
hedge financiat iahilities are recognised symmetrically with
gains or losses associaled with the fiabifities hedged on a
prorated time basis.

NOTE 1.18 - EARNINGS PER SHARE

Earnings per share is calculated on the basis ol the
weighted average number of shares outslanding during
the year. )
The weighted average number of shares outstanding dur-
ing the year and previgus years is adjusted to take account
of any bonus issues and stock splits occurring during the
year, and of treasury stock,

Diluted earnings per share is adjusted to reflect shares to
be issued in connection with stock option plans imple-
mented by the Executive Management.
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NOTE 2 - CHANGES IN THE SCOPE OF CONSOLIDATION

Interest Method

2004 2003 2004 2003
Alpasoie BE 0 38.38% Equity
Ateliers AS. Chac 74.08% . Fult
Bagages et Cuirs 99.98% - Full
Velours Blafo SO 20.16% Equity
Bucal 100.00% Full
Compagnie des Arts de la Table 100.00% . Full
Saint-Honoré Chile 3y 80.00% T Full
Hermés Korea B3 KT 88.30% - Futt
Ganterie de Saint-Junien 99.99% - Ful
Etablissements Marcel Gandit - -
Gordon-Cholsy 99.99% v Full
Hermés Porcelaing Périgord {renamed CAT) 99.76% Full
UMH Pacific Lid 51.00% Full
Hermeés de Paris (Mexico) 51.21% [ Full
La Maroquinerie Nontronnaise 93.98% - Full
Société d'impression Berjallienng 48.89% . Fult
L es Tissages Perin 39.51% - Equity
Les Tissages Verel 39.46% Lo Equity

The main changes in the scope of consolidation during
2004 were the following:

- The Group increased its 51% stake in its subsidiary
LMH Pacific Ltd toc 100%. This transaction gave rise to
recorded goodwill of 0.2 million euros;

- Bucol was merged with Hermés Holding Textile and
Compagnie des Arts de la Table was merged with Her-
més Porcelaine Périgord. These two transactions have
no impact on the Group's earnings or consolidated
shareholders’ equity;

— The Group acquired 20% of Saint-Honoré Chile, This
transaction gave rise to recorded goodwill of 0.7 milion
euros;

- As part of its policy to develop its textile business, the
Hermés Group acquired 100% of Etablissements Mar-
cel Gandit, a company located in the Lyon region,
through its subsidiary Holding Textile Hermés. This
transaction gave rise to recorded goodwill ol 1.1 million
europs,

These changes in the scope of consalidation in 2004
produced no material impact on sales or on the
Group's share of net income (excluding goodwill
amortisation). Because of this lack of material impact,
we did not present pro forma accounts as of the
opening date.

CONSOUDATED FINANGIAL STATEMENTS 141



Comparative Financial Statements for 2002, 2003 and 2004 under French GAAP

NOTE 3 - INTANGIBLES
n millions of ewros

2003 Increases Decreases Other 2004
t easehold rights 311 23 - (0.1} S
Purchased goodwill 3.0 - - -
Other intangibles 37.4 56 0.7 0.1 L
TOTAL GROSS VALUE 715 7.9 (0.7) 0.0 787
Amortisation 42.8 4.1 (0.8) 0.1)
TOTAL NET VALUE 28.7 3.8 0.1 0.1 327
Other intangibles comprise: — other assets {20.0 million euros).

- concessions, palents, licences, soltware and tradg-
marks (22.4 million euros});

NOTE 4 - PROPERTY, PLANT AND EQUIPMENT
n milions of ewos

2003 Increases Decreases Other 2004
Land 125.4 0.1 - 4.0) v
Buildings 198.4 11.3 {4.8) 23.5
Of which: leased buildings 5.5 - - -
Industrial plant and equipment B7.6 13.8 {6.6) 1.8 Laied
Other property, plant and equipment 256.4 294 {15.2) 0.6 RN
Construction in progress 18.9 36.6 - (32.8) P
TOTAL GROSS VALUE 686.7 91.2 {26.6) {12.1} 739.2
Depreciation 256.4 477 {25.3) {2.8) Fi
Of which: depreciation for leased property 1.7 0.6 - -
TOTAL NET VALUE 430.3 435 (1.3 {9.9) 463.2
Buildings include a property in Milan held under a ~ fiability as at 31 December 2004: 1.1 million euros,
finance lease, the main details of which are as follows: due within one year;
- gross value of the asset: 4.6 milion euros; — during the year ended 31 December 2004, the annual
— depreciation period: 20 years starting on 15 Decem- rate of interest {variable) was 2.77%.

ber 1997;

NOTE 5 - GOODWILL
nmilions of ewos

2004 2003

Gross Amort/prov. Net Net

Fully consglidated companies u e 18.4
Equity affiliates A 15 L 209
TOTAL GOODWILL 79.2 55.7 23.5 39.3
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During the year, the significant change in goodwill
refated to the following:

- Saint-Honoré Chile, for which goodwill of 0.7 million
ewros was recognised when the Group acquired the
shares held by minonty shareholders;

- Brablissements Marcal Gandit, for which goodwill of
+.1 million euros was recognised when the Group
acqguired tha company.

The impact of exchange rates has reduced the gross
value of goodwill by 2.1 million euros.

NOTE 6 - INVESTMENTS IN EQUITY AFFILIATES

a ~ Value of investments in equity affiliates

The net amortisation charge recorded in the income
statement for the year (after including the impact of
exchange rates) was 16.7 million euros in 2004, com-
pared with 4.9 million euros in 2003.

Charges for the year include:

- 9.0 million euros in exceptional goodwill amortisation
for Leica Camera;

- 2.3 million euros in exceptional goodwill amortisation
for Gaulme.

in miions of ewros

2004 2003 2002
Financiére Saint-Eloi {0.7) {(1.0)
Gaulme 85 9.6
Groupe Perrin . 38 3.7
John Lobb Japon 0.8 0.7
Leica Camera 6.4 7.1
Maroquinerie Thierry 0.2 02
Sociélé Nontronnaise de Confection 0.2 0.1
Soficuir international : a7 8.7
TOTAL 2001 28.9 291

b - Change in investments in equity affiliates
This itern is broken down as follows:

in milions of exxos

Investments in equity affiliates as at 31 December 2003

289

Translation adjustment

Provision for impairment*

Dividends paid/received

Impact of changes in scope of consolidation

Share of 2004 net income

Other

Investments in equity affiliates as at 31 December 2004

* For Leica Camera shares.

Some of these companies are mora than 50% con-
trolled. Nonetheless, they are consolidated on the
equity method because they account for an insignifi-
cant percentage of Group sales. In addition, because of

the way they are structured. it is not possible to obtain
the information needed o prepare consolidated
accounts in a timely fashion.
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NOTE 7 - LONG-TERM INVESTMENTS

n millions of cwos

2003 Increases Decreases  Other 2004
Securities” 1.0 14.7 {0.1) -
Loans 4.0 01 {0.4) -
COther long-term investments 16.4 4.4 {0.9) {0.5) e}
Total gross value 21.4 19.2 (1.4) {0.5} 3E7?
Provisions 26 {3.2) 32
TOTAL 18.8 19.2 1.8 3.7 36.1

* nchuckng 14.4 milion euros in Leica Camera convertible bords subscribed for diring the year,

The main non-consolidated companies included under
“Securilies™ are Mégisserie Alric and Hermés do Brazil.

NOTE 8 - INVENTORIES AND WORK IN PROGRESS

n milfons of ewros

2004 2003 2002

* Gross Provisions Net Net Net
Purchased goods, semi-finished

and finished goods PEFS 35, Y 195.7 190.5

Raw materials and work in progress k= ia. Z 84.5 83.9

TOTAL 402.8 113.8 288.0 280.2 274.4

NOTE 9 - MATURITIES OF ACCOUNTS RECEIVABLE AND PAYABLE

All accounts payable are due in less than one year with
the exception of 37.3 million euros classified under the
heading “Debt and maturing” in Over one year.

NOTE 10 - PROVISIONS FOR CONTINGENCIES AND LOSSES

in milions ol ewrcs

2004 2003 2002
Provisions for contingencies and losses £ 17.7 31.0
Provisions for retirement benefit commitments iy 259 26.4
TOTAL 41.0 43.6 57.4

a - Provisions for retirement benefit commitments
This represents the Group's commitments o its
employees in respect of retirerment benafits. For French
companies, this commitment is calculated on the
basis of an actuarial method, using the TV 88-90 lite

expectancy table and a 3-peint differential between the
rate of inflation and the discounting rate. During 2004,
no payments were made (o insurance companies.

in addition, the Group has a top-up pension scheme
for executives and senior managers. The associated
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liability in the balance sheet as at 31 December 2004
was 13.5 million euros.

b - Provisions for contingencies and losses

Provisions for contingencies and losses relaie to:
i milbons of ewros

2004 2003 2002
Litigation and other risks 14 16.5 23.1
Restructuring and major refurbishments ' 1.2 7.9
TOTAL 16,1 17.7 3.0

Charges for litigation and other risks are booked by
each Group company based on currently applicable
accounting standards and principles.

¢ - Changes in provisions for contingencies and losses

n mitions of ewros

Amounis Currency

2003 Charges reversed* impact Other 2004
Provisions for litigation and other risks 16.5 9.5 (13.7) {0.4) 28 a
Provisions for restructuring
and major refurbishments 1.2 0.8 (0.6) - -
Provisions for retirement benefits 259 37 (4.4) (0.5) 0.2 EERY
TOTAL 43.6 14.0 {18.7) {0.9) 3.0 41.0
* Amounts used:
Provisions for ktigation and other risks 8.2
Provisions [or restructuning and major refurbishments 0.4)
Provisions for retirement benefits 4.4)
Total {13.0)

NOTE 11 - MINORITY INTERESTS

in milions of ewros

2004 2003 2002
Minority interests as at January 1 184 16.1 150
Impact of changes in the scope of consolidation .3 1.9 ©0.1)
Translation adjustment on foreign companies SAS] (2.5) 2.0
Minority interests in dividends distributed K (1.04 (1.7)
Minority interests in net income 3 39 49
Minority interests as at 31 December 187 18.4 16.1

NOTE 12 - GROSS PROFIT

Al commissions are taken 1o cost of sales. Provisions
for impairment of inventories, losses on inventories, and
the portion of depreciation charges included in the cost
of production of goods sold by the Group are also

1aken to cost of sales, as are all foreign exchange gains
and fosses arising from the hedging of commercial pay-
ments denominated in foreign currencies.
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NOTE 13 - SELLING, MARKETING AND ADMINISTRATIVE EXPENSES
in millions of eurcs

2004 2003 2002
Advertising and public retations ER 558 69.1
QOther seling, marketing and administrative expenses it 3710 367.0
TOTAL 465.9 426.9 436.1

NOTE 14 - OTHER INCOME AND EXPENSE

n millions ol ewros

2004 2003 2002
Depreciation and amortisation (net} ot {38.7) {38.4)
Net charge 1o provisions S 4.0 (7.0}
Share of net income of equity affiiates ] {0.6) 1.1
Other income and expense v (2.9 1.7
TOTAL {50.1) {38.2} {42.6)

The net charge to provisions Comprises: »
mr millions of ewros

2004 2003 2002
Retirement benefit commitments -3 (2.9) (4.8}
Other provisions for contingencies and losses iy 6.5 {2.2)
TOTAL {i.5) 4.0 {7.0)

NOTE 15 - EMPLOYEES
The geographical breakdown of the total number of employees is as follows:

2004 2003 2002
France Rl 3,594 3,485
Rest of Europe 2T 586 562
Rest of the world HELAED 1.414 1.314
TOTAL 5871 5,594 5,361

The breakdown of the average number of employees by category was as follows:

2004 2003 2002
Production R 2,302 2,262
Sales Caty 2,275 2,146
Other [design, marketing, administration) RRANtE: 1.017 953
TOTAL 5871 5,594 5,361

Total personnel costs for 2004 were 312.1 million euros, compared with 294.6 milion euras in 2003 and 284.6 mil-
lion ewos in 2002,
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NOTE 16 - NET FINANCIAL INCOME

in mdkons of ewros

2003 2002
Interest ang similar charges 4.2) 5.2)
interest and similar incorne 10.8 12.8
Change in provisions against financial items bl - 0.3
TOTAL 5.0 6.6 7.9

NOTE 17 - CORPORATE INCOME TAX

a - Breakdown of corporate income tax charge

in mdions of euros

2004 2003 2002
Current tax (R (130.5) {115.0)
Deferred tax LN 11.8 7.3
TOTAL {127.0) (118.7) (107.7)

b - Rationalisation of corporate income tax charge

The effective tax rate for the year ended 31 December the theoretical tax charge and the actual tax charge
2004 was 37.2% compared with 35% in the year for 2004 is explained as follows:

endad 31 December 2003. The diterence between

n mibions of ewrcs

2004 2003
Consolidated net income - Group's share din 216.8
Consolidated net income - minority interests By 39
Tax charge (127.0} {118.7}
Net income betore tax 201 T 339.4
Curmrent tax rate in France 35.4%
Theoretical tax charge R TR {120.1}
Reconciling items
- Goodwill amortisation (5.6) 0.6}
- Share in earnings of companies accounted for by 1he equity method 1.9 (0.2}
- Impairment of shares in companies accounted for by the equity method (1.0} -
- Differences relating (o foreign tax 1.3 21
= Permanent timing differences and transactions taxed at a reduced rate 1.2 0.1
TOTAL {127.0) (118.7}
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¢ - Deferred tax

Deferred tax is recognised on all fiming differences

using the liability method. No deferred tax is recognised -

on tax credits or tax loss carry-forwards. Discounting is

Comparative Financial Statements for 2002, 2003 and 2004 under French GAAP

not applied to deferred tax. The net change in deferred
iax assets and liabilities breaks down as follows:

in mifions of ewros

Deferred tax asset as at 31 December 2003

A}

Deferred tax Eability as at 31 December 2003

Met deferred tax asset as at 31 December 2003

Impact on the income statement

Impact of foreign exchange movements

Deferred tax assel as at 31 Decemnber 2004

Deferred tax liabifity as at 31 December 2004

Net deferred tax asset as at 31 December 2004

NOTE 18 - EXPOSURE TO MARKET RISKS AND FINANCIAL COMMITMENTS

a - Outstanding amounts on hedging contracts
The Group is exposed to currency risk because of its
foreign-currency denominated sales. This riskis hedged

by Hermés International based on budget projections,
either by forward sales or by options.

in thousarkds of currency units

Cumrency Counter- Export Import  Met position  Off-balance  Net position Cover 1%
part flows flows  before cover sheet after cover ratio sensitivity

pasiticn $in thousanas of eurcs)

AUD CHF 184 - 184 (209) {25) 114% [4]
AUD BUR 7,924 - 7,924 {7.840) B4 9% 0
CAD CHF 127 - 127 39) 88 3% 1)
CAD EUR 7,362 - 7,362 7,777 a1} 106% a
CHF EUR 12,186 {1,792) 10,394 {10,128} 266 97% 2)
CHF GBP - - - (14} (14} - -
CZK CHF 322 - 322 (546} 229) 170% [+
974 4 BUR 28,774 - 28,714 (27.579) 1,199 96% [4]
EUR CHF - {1.735) 1.735) 991 (744} 57% 1
EUR GBP 913 - N3 {1.518) (B05) 166% 4
EUR HKD - 217 217) 27 - 100% -
EUR KAW - {1,140 {1.140} £,140 - 100% -
EUR 560 29232 - 29,232 {27,474} 1,758 94% (39)
EUR usD - {1,585) (1.585) 1,585 - 100% -
GBP CHF 506 - 506 T3} 207} 141% 3
GBP EUR 11,911 - 11,911 nL727) 184 98% )
HKD CHF 40,957 - 40,957 {31,927) 9,030 78% {8)
HKD EUR 217,066 {(10.328) 206,738 {214,806) (8.068) 104% 8
HWD GBP 2,240 - 2,240 977 1.262 44% m
HKD SGD 46,653 - 46,653 (43,755) 2,898 % B}
JPY CHF 1,435,508 - 1,435,608 {1.431,065) 4,443 H00% o
JPY amn 29.570,313 - 29,570,313 {31,068,116) {1,487.003) 105% 105
JPY GBP 293,570 - 293,570 {291,50Q) 2.070 9% 0
JPY SGD - (33.500) {33.500) 102,600 69,100 ¥5% (5)
MXN EUR 32,054 - 32,054 - 32,0654 - 21}
SGD CHF 1,943 - 1.940 (1.957) (14) 101% 0
SGD R 212.025 - 212,025 {206.687) 5,338 97% (24)
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Currency Counter- Export import  Net position  Off-balance  Net position Cover 1%
part Thows flows before cover sheet after cover ratio sensitivity
position #n thousands of ewos)
™H EUR 37,536 {297 37,229 27.0t7) 10222 73% 2)
THB SGD 150.000 - 150.000 (150.000} - 100% -
WO usD 321,453 - 321,453 {325,559} {4,102y 101% 1
usD CHF 8.275 - 8,275 (7.1t6) 1,159 B6% 8}
usD EUR 132,262 {5,720} 126,542 {123,426} e 98% 23
usD GaP 3.884 - 3,684 (4,331) (447) 112% 3
uso HKD - [102) {102} (a7) {149) {46%) 1
uso KRwW 13.468 (8.588) 4,880 {4.912) 32) 101% [§]
uso SGD 111,724 - 111,724 (112,392) (568) 101% 5
Total - - 100% 5
Breakdown of currency contracts n thousands of curency unils
Currencies Counter- Detail of  Detall of Forward  Forward Purchases Sales Purchases Sales Mark-
hedged part off-balance off-balance purchases sales of calls of calls of puts  of puts to-market
sheet sheet at 31/12/04
position  position** 0 houannds of suros
AUD CHF {209) (209) 5 {260) - - - - 1}
AUD EUR (7.840) {7.840) - {7.640) - - - - 27
CAD CHF 29 139 50 B9 - - - - 2
CAD EUR 77N 7.7 725 8,502} - - - - 21
CHF «EUR (10,128) (10.128) 4,900 (15,028) - - - - 149
CHF GaP (14) (t4) - (+4) - - - - 3]
CZK CHF {546) {296) - (546) - - - - 0
CZK EUR {27.575) {27.5759) 1,073 (28,648) - - - - {41}
EUR CHF 9N 2991 1,054 63 - - - - 9
EUR GBP {1.518) {1.518) 1,128 {2,646) - - - - {a4)
EUR H«D 217 Qa7 27 - - - - - 11
EUR KRwW 1,140 1,140 1,140 - - - - - 5
EUR SGD (27.478) (27.,474) 5,430 {32,904) - - - - {2,068)
EUR uso 1.585 1.585 1,585 - - - - - 91
GBP CHF 713} {713 - 713 - - - - 8
GBP EUR (1,720 (1.727 - {729 - - - - 510
HKD CHF {31.927) {31.927) - @31.927 - - - - 152
HKD EUR {214,806} (214,806} 146,831 (201,630 - - {160,000} - 1,458
HKD GBP 977} orn 766 {1,743} - - - - 8
HKD 5GD {43,755} {43,755) 3,060 (46,815} - - - - 93
JPY CHF (1,431,065} (1.431.065) 750,000 (1.431.065) - - {750,0004 - 115
JPY EUR (29.058,116) {31,058,116) 18,600,000 (29.558,116} 2,000,000 - {20,100,000 - 4,404
JPY GeP (201,500 29,5000 221,100 (291,500 - - 221,1000 - 12}
JPY SGD 102 5600 102,600 127.600 {25000} - - - - 0
8GD CHF (1.957) 1.957) - (1.957} - - - - 29
SGD EUR (206,687}  {206,687) 149,470 (212,157} - - {144,000) - 4,345
THB EUR 21017 21010 - @0n - - - - a7
THB SGO {150.0000 {150,000 ~ {150,000 - - - - @2n
WO USD (325555 (325,555 - (326.555) - - - - @79
uso CHF (7.116) {7.116) 3.254 (7.820) - - {2,550 - 376
ushD EUR {141,176y (123,426 97.500 (125,346} 10,670 {25,250) (98,750 - 6,817
usD Goe (4,331) {4,331) 2,734 (4.565) - - [2,500) - 96
UsD HKD @7 7 02 {145} - = - - B
usD KRW 4912 (4912 8588 (13,5000 - - - - (242)
uspD 5GD (122392 (112,392} 2350 (114,742) - - - - 2,677
Total 18,631
Noo Dednvabie Forwarnd, ** Ofi-batance sheel positions exercisable at 31 December 2004,

As these hedging contracts are negotiated over the
counter exclusively with leading banks, the Group is
not exposed to any counterparty nsk.
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b - Financial assets and liabilities

1 - Breakdown by currency

Comparative Financial Statements for 2002, 2003 and 2004 under French GAAP

n milkons of euros

<1year 1to5years >35years Yotal Variable rate Fixed rate
Financial assets 613.8 12.0 - 6258 622.8 3.0
Euro 476.6 120 - 488.6 485.6 3.0
Swiss tranc 408 - - 40.8 40.8
Other 96.4 - - 96.4 96.4
Financial liabilities 53.9 22.7 146 91.2 46.2 45.0
Euro 2.6 01 a1 28 28 -
Japanese Yen 47.4 226 14.5 84.5 39.5 450
Other 39 - - 39 39 -
Net position before cover 559.9 (10.7) {14.6) 5346 576.6 (42.0)
Ofi-balance sheet - - - - - -
Net position after cover 559.9 (10.7) {14.6) 534.6 576.6 {42.0}
2 - Breakdown by type o rons Of BurGS
<1year 1to5years >5years Total Variable rate Fixed rate
Financial assets 613.8 12.0 - 625.8 622.8 3.0
Loans 3.7 - - 3.7 3.7 -
Marketabla securities 497.0 12.0 - 503.0 506.0 3.0
Cash and equivalents 1131 - - 1131 113.8 -
Financial liabilities 539 22.7 14.6 91.2 46.2 45.0
MT and LT debt 105 2279 14.6 478 28 450
Bank overdrafts and ST debt 43.4 - - 43.4 43.4 -
Net cash 559.9 (10.7 {14.5) 534.6 576.6 {(42.0)
Snys A L Lhenger oo inaves
in milkons of euros
A 1% change in interest rates during 2004 would have
had an impact of 5.8 million euros on consolidated net 2004
income bafore tax, or 115% of financial income. Financial assets 625.8
The market value of marketable securilies is equivalent Financial liabdities 91.2
o their value on the books. Net cash 534.6
Financial kabilties do not include the debt associated ~ Change in net cash 80.4
with employee profit sharing, which is included under Increase in assets 65.9
“Other liabilities”. Decrease in labiities 150
Change in scope of consolidation {0.4)
Foreign exchange gains/{losses) 0.1
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¢ - Other financial commitments
in mifions of ewos

2004 2003 2002
Bank and other guarantees given” 1135 114.1 123.5
Repurchases of securities (Quarantees received) s 18.3 220
Repurchases of securities (guarantees given) 23 46
Finance leases i 2.1 2.6

Actuarial losses on retirement benefits ** RS - -

* Matenial guarantees are given by the Group to guaraniee the commitments of subsidiaries {mainly bommowings by Hermés Japon}.
They attract fees al a rate in line with charges ordinarity applied by banks.
** Pursuant to the change in accounting method described in Note 1.1,

As at 31 December 2004, future non-cancellable ated by the Group world-wide were broken down as

commitmenis on lease agreaments for all stores oper- follows:
in mitons of euros
< 1year 1 to 5 years > 5 years Total
Renls” 303 66.7 45.6 142.6

* Amounts shown have been discounted at an annual rate of B.1%.

NOTE 19 - INFORMATION BY GEOGRAPHICAL AREA

a - Consolidated sales by geographical area
in miions of euros

2003 2002
France 247.7 256.0
Rest of Europe 2040 207.3
Japan K 3718 358.8
Asia-Pacific {excluding Japan) R 191.4 190.0
Americas 177.4 184.6
Other ail; 37.7 456
TOTAL 1.331.6 1,2300 1,242.3

(1) Includes sales to airknes.

b - Fixed assets
in mitions of euras

2004 2003 2002
France whi 216.2 196.2
Rest of Europe e 65.7 62.2
Japan (e 172.2 185.7
Asia-Pacilic {excluding Japan) i 43.9 43.8
Americas Wiy 480 52.7
TOTAL 575.6 546.0 5406
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NOTE 20 - INFORMATION ON SALES BY BUSINESS SEGMENT

a - Consolidated sales

in midlions of ewos

2003 2002
Silk 141.7 152.5
Bags and Luggage 465.4 425.2
Clothing and Accessories™ B as 267 .1 283.5
Other sectors® [y 119.5 119.1
Distribution via the Hermés exclusive network 1,084.6 993.7 980.3
Perfumes . 542 56.5
Watches HRLA 100.1 1139
Tableware Ga 33.7 459
Distribution via specialist outlets 199.9 188.0 216.3
Other products ™ 47.1 48.3 45.7
TOTAL 1,331.8 1,230.0 1,242.3

(1) ~Ciothing and Accessories” includes men and women's
clothing, bells, enamel, leather jewBlery, gloves, hats and Her-
més shoes.

{2) "Other sectors” include jewellery, diaries, small leather goods
and Arl of Living products.

b - Operating income

[3) “Miscellaneouws” ncludes John Lobb shoes and products
manutactured for brands from outside the Group {textie print-
ing, perlumes, etc.}.

in millions of euros

2004 2003 2002
Distribution via the Hermés exclusive network SHT 3 326.7 297.5
Distribution via spectalist outlets 46.1 49.5
Misceftaneous {303 (40.0} {26.8)
TOTAL 336.7 33zs 320.2

¢ - Fixed assets

in milions of euros

2004 2003 2002
Distribution via the Hermés exclusive network DTS 398.3 396.2
Distribution via specialist outlets i 27.4 27.3
Miscellaneous 1322 120.3 7.3
TOTAL 575.6 546.0 540.6

NOTE 21 - REMUNERATION OF CORPORATE OFFICERS

Remuneration paid to members of the executive man-
agement, administrative and supenisory bodies of the

Group in 2004 armounted to 4.7 million euros com-
pared with 4.4 milion euros in 2003.
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NOTE 22 - INFORMATION ON FEES PAID TO AUDITORS AND ADVISORS

Deloitte & Associés and Didier Kling & Associes are the Fees paid to the Statutary Auditors and to members of
principal Statutory Auditors of the Hermés Group. their networks in 2004 are broken down as follows:

n millions of euros

Deloitte & Associés network Didier Kling & Associés network
2004 Allocaion 2003 Allocation 2004 Allacation 2003 Allocation

Auditing

Auditing of accounts B Bl 08 73% G ' 0.1 100%
O1ther legal and refated engagements R AL 0.1 9% - -
Sub-total LAY YaE 0.9 82% 1 PRt o1 100%
Other services

Legal, tax and labour matters e AL 0.2 18% - - -
Sub-total A i 0.2 18% - - - -
TOTAL 1.3 100°%% 1.4 100% 0.1 1004 0.1 100%

The imbalance between the two audit firms is due 1o
the tact that Deloitte & Associés is intharge of auditing
for nearly all of the Hermés Group's subsidiaries.

NOTE 23 - EARNINGS PER SHARE

Earnings per share is calculated on the basis of the Diluted earnings per share is adjusted 1o reflect shares
weighted average number of shares outstanding during o be issued in connection with stock option plans
the year. implermented by the Executive Management.

The weighted average number of shares outstanding The calculation and reconciliation of base earnings per
during the year and previous years is adjusted 10 take share and diluted eamings per share is shown below:
account of any bonus issues and stock splits occurring

during the year, and of treasury stock.

2004 2003 2002
Numerator (millions of euros)
Base net income PRlt R 2168 2155
Adjustments - - -
Dituted net income 200 2168 2155
Denominator (number of shares)
Weighted average number of ordinary shares 36.582,802 36,632,998 36,633,926
Average effect of dilutive potential ordinary
shares - stock options SE4e85 265,989 261,684
Weighted average number of ordinary shares, diluted 36,846,480 36,898,987 36,895,610
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NOTE 24 - SCOPE OF CONSOLIDATION

List of companies included in the consolidation as at 31 December 2004

2004 percentage Registered

Company Registered Office Control Interest Method na. (France)
Henmés Intemational 24, rue du Faubourg-Saint-Honoré, 75008 Paris Parent Parent  Parent 572076396
Apasoie 9, rue Claude Temasse, 38690 Le Grand-Lemps

France) 23.00 38.42 Equity 315126714
Aleliers AS. 16, chemin des Miners, 69310 Perre-Bénite (France) 74.96 74.23 Fult 954503843
Avri-Morio & Patte 12-14, rue Auger, 93500 Pantin [France) 100.00 100.0C Full 409209202
Bagages et Cuirs 12-16, rue Auger, 93500 Pantin (France) 10000 100.00 Full 411795859
Boissy Mexico Avenida Presidente Mazaryk 422, Local "A"

Cal Polanco, 11560 Mexco D.F. {Mexico} 51.00 51.00 Ful -
Boissy Retal One Marna Bouevard, #28-00, Singapore 018989

{Singapore) 100.00 100.00 Full -
Baoissy Singapour One Marina Boulevard, #28-00, Singapore 018989

(Singapore) 100.00 80.00 Equity -
Castifle Investissements 24, rug du Faubourg-Saint-Honoré, 75008 Paris 10000 10000 Full 352565451
Compagrie des Arts de la Table 23, rue Bolssy-d’Anglas, 75008 Paris 100.03  100.00 Ful 380059188
Compagnie des Cristalleries hd
de Saint-Louis Sant-Louis-es-Bitche, 57620 Lemberg (France} 4a8.80 98.80 Futl 353438708
Compagrie Hermés de Participations 23, rue Boissy-d'Anglas, 75008 Paris 100.00  100.00 Full 413818147
Comploir Nouveau de fa Partumerie 23, rue Boissy-d'Anglas, 75008 Paris 99.67 99.67 Full 542053285
Créations, Editions d'Etoftes
d'Ameublement 21, rue Cambon, 75001 Paris 74,54 74.54 Fudl 602013583
Etablissements Marcd Gandit 51, rue Jean-Jaurds, 38300 Bourgoin-Jalieu (France) 100.00 100.00 Futl BB3620778
Exocuirs 69, nie du Rhone, 1207 Geneva (Switzerand) 49.60 46,62  Equily -
Ex-Pif 25/F Chinachem L eighton Plaza,

29 Leighton Road, Causeway Bay (Hong Kong) 10000 100,00 Full -
Financiére Sant-Eloi 2, rue des Girondins,

Linembourg L1626 {Luxembourg) 20.00 2000 Equiy -
Fnancigre Saint-Honoré 9, avenue Eugeéne-Pitard, 1211 Geneva 25

{Switzerland} 100.00 100.00 Fufl -
G.C. Real Estate 25, rue Boissy-d'Anglas, 75008 Pans 10000 100.00 kRl 400080487
Ganterie de Sant-Junien 18, rue Lours-Codet, 87200 Sainl-Junien {France]  100.00 100.00 Full 391581196
Gaulme SA 325, rue Saint-Martin, 75003 Paris 35.00 3500 Equity 380681833
Gordon-Choisy 17, boulevard Jules-Ferry, 75011 Paris 10000  100.00 Ful 662044833
Héraklion 23, rue Boissy-d'Anglas, 75008 Paris 100,00  100.00 Full 383935897
Herlee 23F Chinachem Leighton Plaza

29 Leighton Road, Causeway Bay (Hong Kong) 90.00 90.00 Ful -
Hermés Argentina Avenida Alvear 1981, 1129 Buenos Aires {Argenting) 100,00 10000  Fu -
Hermés Austrakia Level 11, Skygarden, 70 Castiereagh Street,

Sydney NSW 2000 {Austrafia) 100,00  100.00 Fudt -
Hermés Benelux 50, boulevard de Waterloo, 1000 Brussels (Belgum}  100.00  100.00 Full -
Hermés Canada 79 Wellington Street West, Suite 3000, Toronto,

Ontario M5K 1N2 (Canada) 100.00 100.00 Fdt -
Hermés de Paris (Mexico) Avenida Presidente Mazaryi 422, Local “A"

Cal Polanco, 11560 Mexico D.F. {Mexico) 51.00 51.00 Full -
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2004 percentage Registered

Company Registered Office Control Interest Method no. (France)
Hemés GB 1 Bruton Street, London W1J 6TL {United Kingdom} 300.00  100.00 Ful -
Hermés GmbH Geyerstrasse 32, 80469 Munich (Gemmany) 10000  100.00 Full -
Hermés Greater China 25/F Chinacham Leighton Plaza,

29 Leighton Road, Causeway Bay (Hong Kong) 100,00  100.00 Fut -
Hermés Holding GB 1 Bruton Street, London W1J 6TL {United Kingdom) 100.00 100.00 Full -
Hermés Holdings US 1105 North Market Street, Sutte 1300,

Wimington, Delaware 19801 (USA) 100.00 100.00 Full _
Hermés Ibenca CsSerrano 120, 28006 Madrid (Spain) 100,00 100.00 Full -
Hermes Intemational Portugal \.argo do Chiado 9, 1200-108 Lisbon {Portugal) 100.00 100,00 Full -
Hermés Itahe Via Serbellors 1, 20122 Milan (taly) 10000  100.00 Futf -
Hermés Japon 4-3, Ginza 5-Chome, Chua-ku,

Tokyo 104-0061 (Japan} 100.00 100,00 Fult -
Hermés Korea 5F, Samhi [Binggrae) B/D, 518 Apkujong-Dong-

Kangnam-ku, Seo‘_j 135-110 {Korea) 89.80 89.80 Full -
Hermés Korea Travel Retal 5F, Samh Binggrae) B/D, 518 Apkuiong-Dong-

Kangnam-ku, Seoul 135-110 (Korea) 100,00 100,00 Fult -
Hermés Monte-Carlo 11-13-15, avenue de Monte-Carlo, 98000 Monaco  100.00 100.00 Fud -
Hermés Prague Parizska 12/120, 11000 Prague {Czech Rep.) 10000 100.00 Full -
Hermés Ratad (Malaysia) G38 Ground Level, Suria KLCC, Kuala Lumpur

City Centre, 50088 Kuala Lumpur (Malaysia} 51.00 51.00 Full -
Hermés Sefler 24, rue du Faubourg-Saint-Honard, 75008 Paris 99.77 99.77 Ful 696520410
Hermés Singapore (Retaf) QOne Marina Boulevard, #28-00, Singapore 018989

{Singapore} 8000 8000  Ful -
Hermés Suisse 4, rve de 1a Tour-de-'le, 1204 Geneva (Switzerdand) 100.00  100.00 Full -
Hermés South East Asia One Marina Boulevard, #28-00, Singapore 018989

{Sgapore) 10000 10000 Ful -
Holding Textle Hermes 16, chermin des Mirers, 69310 Prerre-Bénite (France} 100.00  100.00 Al 428128318
JL. &Co Wesiminster Works, Oliver Street,

Northampton NN27JL {United Kingdom) 100,00 100.00 Fub -
John Lobb 23, rue Boissy-d"Anglas, 75008 Paris 100.00  100.00 @ 582094371
John Lobb Japon 4.7 Kita Agyama 1, Chome Minato-Ku,

Tokyo {Japan) 45.00 4500  Equity -
John Lot Lid 25 Chinachem Leighton Plaza,

29 Lexghton Road, Causeway Bay (Hong Kong) 100.00 100,00 Full -
La Manufacture de Seloncourt 18, rue de ta Cote, 25230 Seloncourt [France) 100,00  100.00 Rl 407836329
La Maroquinerie Nontronnaise Avenue Yvon-Delbos, 24300 Nontron (France) 100.00 100.00 FA 403230436
La Montre Hermés Erenstrasse 31 A, 2555 Brugg [Switzerland) 100.00  100.00 A -
Lexca Camera Oskar-Barmack Strasse 11, D-35606 Salms (Germany)  30.85 3150  Equity -
Les Tissages Pemin’ 9, rue Claude-Terrasse, 38690 Le Grand-Lemps

{France) Q.02 3953 Equity 400135034
Les Tissages Verel® Rue du Doctew-Roux, 38490 Saint-André-le-Gaz

{France) 0.22 39.64 Equity 563620079
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2004 percentage Registered

Company Registered Office Control  Interest Method no. (France)
{MH Pacific Lirnited 26/F Chinachem Leighton Plaza,

29 eighton Road, Causeway Bay (Hong Kong) 10000 10000  Ful -
Louisiane Via Sloave 3. 20135 Mian (lialy) 49.60 43.65 Equiy -
4 Maison et Cie 6, rue Brey, 75017 Paris 46.60 4960 Equity 572230084
Maroquinerie de Belley 23, rue Boissy-d' Anglas, 75008 Paris 10000 10000 Ful 428128425
Maroquinerie des Ardennes 23, rue Boissy-d"Anglas, 75008 Paris 10000 10000 Fudl 428113518
Maroquinerie Thigrry Aue des Fougéres, Z1 Les Bracots,

74890 Bons-en-Chablars {France) 43.82 4382 Equly 312108368
Michel Rettii SRL Via Sloave 3, 20135 Milan {italy) 49.60 4395 Equity -
Matsch-George V 23, rue Boissy-d'Anglas, 75008 Pans 100.00  100.00 Ful 440252476
Nenel 23, ue Boissy-d'Anglas, 75008 Paris 10000 9977 Ful 428167514
Ortéwerie Christofle 9, e Royale, 75008 Paris 20.00 6.2 Equity 562063263
Perrin & Fis 451, chemin du Baraillon, 3869 Le Grand-l.emps

{France) 39.52 39.52 Equity 573620143
RTL Inc. 105, Dorset Streel La Fayetta, Louisiana 70501

{LISA} 49.60 32.24  Equty -
Saint-Honoré (Bangkak) Foom G372, The Emporium Shopping Mal,

622 Sukhwmit Road, Klongtoey, Bangkok 10100 (Thalandt  49.00 4900 Ful -
Saint-Honoré Chite Avenida Alonso de Cordova 2526,

Comuna de Wacura, Santiago de Chile (Chie) 100.00 100.00 Ful -
Saint-Honoré Shanghai Room 1808, Westgate Tower, 1038 Nanging X Road,

Shanghai 2001 {(Republic of China) 100.00 90.00 Full -
SC Honossy 23, rue Boissy-"Anglas, 75008 Paris 10000 10000 Ful 393178025
SC) Auger Hoche 12-22, rue Auger, 93500 Pantin (France) 10000 10000 R 3351610M
SGI Boissy Belley 23, rue Boissy-d Anglas, 75008 Paris 10000 10000 Rl 442400420
SCi Boissy Bogny 23, rue Boissy-d"Anglas, 75008 Paris 70000 10000 Fd#l 442306965
SCI Boissy Les Miriers 23, rue Boissy-d’Anglas, 75008 Paris 10000 10000 Rt 351649504
SCl Boissy Nontron 23, rue Boissy-d'Anglas, 75008 Paris 100.00 100.00 Fdl 442307021
SCI Boissy Saint-Honoré 24, rue du Faubourg-Saint-Honoré, 75008 Paris 100.00 9998  Full 338553589
SClI Espace Tronchet 18-20. rue Tronchet, 63006 Lyon {France) 10000  100.00 Adl 404348484
SC! immauger 23, rue Boissy-d'Anglas, 75008 Paris 100.00 100.00 Full 377672159
SCl Les Capucines Ztles Bracots, 74890 Bons-en-Chablais (France) 60.00 17.53 Ful 408602050
SCl Les JonquiBies Solet 23, rue Boissy-d'Anglas, 75008 Paris 10000 10000 Ful 414947671
Société d'lmpression Berjallienne 8, nue de la Soie, 38300 Bourgoin-Jafieu {France)  100.00 7423 FA 311974570
Sociéte d'mpression
swr Etoffes du Grand-Lemps 38690 Le Grand-Lemps {France) 99.97 99.97 Ful 573621224
Société Nontronnaise de Condection 13, route de Piegut, 24300 Noniron (France) 51.00 50.99 Equty 380041939
Soficuir Intemational 22-24, avenue Hoche, 75008 Paris 49,60 4960 Equity 398142695
Sport-Soie 27, rue Jules-Guesde, 69310 Pierre-Bénite (France}  95.50 g550 Fdl 592028542
Tanneries des Cuirs d'Indochine
el de Madagascar 22-24, avenue Hoche, 75008 Panis 4960 4960 Equity 582025755
Velours Blato® 7. rue de Catalogne, 69150 Décines-Charpieu (France) 0.00 26,09 Equity 352497549

* Companies majonty-owned by Perin & Fils, in which the Hermés Group holds a 39.52% controliing interest.
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STATUTORY AUDITORS' REPORT ON THE CONSOLIDATED FINANCIAL STATEMENTS

YEAR ENDED 31 DECEMBER 2004

This is a free translation into English of the Stawutory Auditors' Reports issued in the French language and is provided solely for the

cenvenience of English speaking readers. The Statutory Auditors’ Report includes for the information of the reader, as required under

French laws in any auditor’s report, whether qualified or not, explanatory paragraphs separate from and presented below the audit

opinion discussing the auditors’ assessments of cenain significant accounting and anditing matters. These assessments were considered

Jor the prurpose of issuing an audit apinion on the consolidated financial statements taken as a whole and noi to provide separate assur-

ance on individual account captions or on information taken outside of the consolidated financial statements. Such report should be

read in conjunction and construed in gccordance with French law and French professional anditing standards.

n accordance with the terms of our appointinent by
the General Meeting, we have audited the accom-
panying consolidated financial statements of Her-
més intemational for the year ended 31 December 2004.
The consolidated financial statements have been approved
by the Executive Management. Our role is to express an
opinion on these financial statements, based on our audir.

1. Opimzon on the consclidated finandal statements
We conducted our andit in accordance with professional
standards applicable in France. Those standards require
that we plan and perfoem the audit 1o obrain reasonable
assurance about whether the consolidated financial state-
mers are free of imaterisl misstatemnent. An audit includes
examining, on a test basis, evidence supportng the
amounts 2nd disclosures in the financial statements, An
audit also includes assessing the accounting principles
used and significant estimates made by manageinent, as
well as evaluating the overall inancial statement presen-
tation. We belicve that our audit provides a reasonable
basis for our opinion.

In our opinton, the cansolidated financial satements,
which have been prepared in accordance with French
acceunting mechods and principles, present fairly, in all
matenal respects, the financial position of the Group as of
31 December 2004 and the resuls of the Group's opena-
tions inctuded in the consolidation for the vear then ended.
Without qualifying our opinion expressed above, we
draw your attention to Note 1.1 of the Notes to the
Consolidated Financial Statements, which describes the
change in accounting method relating to the finst-time
application of amortisation of actuarial gains and losses on
the provision for retirement benefits.

2. Justification of our assessments

In 2ccordance with the provisions of Article L225-235 of
the Code de Comimerce, we draw your arttention to the
following matters:

— Your Group is exposcd to currency risk because of the
substantial proporntion of sales generated in foreign cur-
rencies and of intra-group purchases denominated in for-
cign currencies. As part of our assessment of the accounting
prnciples followed by your comypany, we verified the
appropriateness of the accounting methods applied in
treating l’urciz,rn-currcncy transactions and the information
provided in the Notes on exposure o markert risks.

~ Note 1.7 of the Notes to the Consolidated Financial
Statements deseribes the teatment of the ditference ans-
ing between the cost of acquisition of the Group's inter-
est in newly-consolidated subsidiarics and the share of net
assets acquired, As part of aur assessment of significant
estimares, we ascertained thar the net residual value of
goodwill was no greater than the prospective return on
invesunent for the companies considered.

These assessments were part of the procedures we per-
formed as part of our audit of the overall consolidated

. financial starements, and therefore conutbuted o the for-

mulation of the unqualified opinion that we expressed in
the first part of this report.

3. Specific procedures

We have ako verified, in accordance with professional
standards applicable in France, the financial information
centained in the Group Management Report. We have
no comment to make as to the fair presentation of this
information or its consistency with the consolidated finan-
cial staterments.

Neuilly and Panis, 24 March 2005
The Statutory Audicors

Deloite & Associés
Frédéric Moulin

Didier Kling & Associés
Didier Kling and Brigite No#l
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Comparative Financial Statements for 2001, 2002 and 2003 under French GAAP

CONSOUDATED INCOME STATEMENT UNDER FRENCH GAAP

n millions of ewros

2003 2002 2001
Sales (notes 19 and 20} 1,330,0 1,242.3 1,226.9
Cost of sales AN {437.4) (449.6)
Gross profit {note 12) 802.3 804.9 777.3
Seling, marketing and administrative
expenses {note 13) R GRS {436.1) (426.9)
Goodwill amortisation (note 5) £ 6.0 6.9}
Other income and expense {note 14) [ACERA {42.6) (36.7)
Operating income 332.8 320.2 7.1
Net financial income {note 16) ik 7.9 8.5
Net income before tax 339.4 3281 315.6
Corporate income tax (note 17) s (107.7) {107.4)
Consolidated net income 220.7 220.4 208.2
Minority interests (note 11) Rt (4.9 {6.5)
NET INCOME - GROUP’S SHARE 216.8 T 2185 201.7
Earnings per share (in euros} (note 23) AT 5.88 3.51
Diluted earnings per share (in euros) {note 23) 5.88 5.84 547
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CONSOLIDATED BALANCE SHEET AS AT 31 DECEMBER UNDER FRENCH GAAP

ASSETS
0 mikons of ewrgs
2003 2002 2001
Depreciation,
Gross amortisation Net Net Net

and provisions
Fixed assets 8851 3421 H46.0 540.6 516.4
Goodwill (note 5) 4 i L 447 515
Intangibles {note 3} R el M 282 26.1
Property, plant and equipment (note 4) [t 3 K 419.3 3914
Long-term investments (note 7) A ERS 19.3 19.2
Investments in equity afiliates (note 6) PRI z5 291 28.2
Current assets 1,206.1 151.0 1,075.% 10218 957.9
Inventories and work in progress (note 8) =, e T Al 274.4 2688
Trade receivables (note 8} A . X 96.3 104.6
Other recetvables {note 9} e N R, 131.2 131.3
Short-term investments (note 18} Tut I 362.1 3031
Cash and equivalents {note 18) VR 157.8 150.0
TOTAL ASSETS 20942 4731 1,821, 1,562.4 14743

LIABILITIES AND SHAREHOLDERS' EQUITY

Before appropriation

n milions of ewros

2003 2002 2001
Sharehoiders' equity {Group's share) 1,159.0 1,041.5 910.9
Share capital NENS 56.4 56.4
Share premium gud 26.2 25.7
Reserves BN 748.1 805.2
Cumulative transiation adjustrment AR {4.7) 219
Net income for the year Tiion 2155 201.7
Minority interests {note 11) 15.4 16.1 15.0
Provisions for contingencies and losses (note 10} 4.5 57.4 53.9
Liabilities 400.1 447.4 494.5
Bocrowings and debt {(note 18) W 150.2 172.6
Trade payables {note 9) [PETE 128.7 141.1
Cther fiabilities (note 9) It 168.5 180.8
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY  1.621.1 1,562.4 14743

The negative 46.6 million euro cumulative translation
adjustment comprises negative balances of 19.1 million
euras relating Asia excluding Japan, 16 milion ewros
for Japan, 6.8 million euros for the Americas, 6.4 milion

euros for the euro zone, and a positive batance of
1.7 million euros for the other European countries
{mainly Switzertand).
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STATEMENT OF CASH FLOWS UNDER FRENCH GAAP

in mitions of eures

2003 2002 2001
CASH FLOW FROM OPERATIONS* 2587 273.2 2418
Inventories and work in progress e (13.6) (21.2)
Trade receivables R 43 146
Other receivables PR (7.3} (27.6)
Trade payables S (12.9) 35
Cther liabilities and miscellaneous items IR 3.0 57
Change in operating working capital [21.5) {26.5) {25.0)
FUNDS GENERATED BY OPERATIONS 237.2 246.7 2168
Acquisitions of intangibles e (6.9} 8.6)
Acquisitions of property, plant and equipment B (94.7} (116.8)
Acquisitions of participating interests PRy - {16.9)
Amounts payable relating to fixed assets : 2.6 0.2
Disposals { a5 0.3
FUNDS USED IN INVESTING ACTIVITIES {35 * (98.5) {141.8)
Dividends paid o {57.6) (47.8)
Increase/(Decrease) in sharehotders' equity L 3.0 {15.1)
FUNDS USED IN FINANCING ACTIVITIES {56.3} {60.6) (62.9)
Efect of changes in the scope of consolfidation - 7.1
Effect of foreign exchange differences [ 2.4 115
CHANGE IN NET CASH POSITION 79.4 90.0 30.7
Net cash position al 1 January A 2848 2541
Net cash position at 31 December : B Y 3748 2848
CHANGE IN NET CASH POSITION 79.4 80.0 30.7
* Calculation of cash flow from opetations

n milfons of euns

2003 2002 2001
Net income - Group's sharg 21E.8 2155 201.7
Oepreciation and amartisation Ly 522 497
Change in provisions i 25 (15.3)
Share in nat income/{losses) of equity affliates RS (1.1) {1.5)
Divilends received trom equity affiiates 0.2 0.3
Minority interests - 49 6.5
Capntal gans and bsses on disposals . (0.3} 0.4
Deterred tax {0.7} -
CASH FLOW FROM OPERATIONS 58,7 273.2 241.8
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STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY - GROUP'S SHARE
UNDER FRENCH GAAP

Belore appropriation L
in millions of ewos

Share Share Consolidated Current Translation Total share-
capital pramium raserves yoar's net  adjustment  holders’
income aquity

As of 1 December 2000 56.3 25.0 491.9 175.0 24.3 7725
Movermnenis
Change in share capital and share premium 01 0.7 - - - 0.8
Purchase or sale of lreasury stock - - (17.5) - - (17.5)
Appropriation of net income for the year - - 175.0 {175.0) - -
Consolidated net income 1or the year (Group's share) - - - 201.7 - 201.7
Bividends paid - - 46.2) - - {46.2)
Change in translation adjustments - - - - (2.4 (2.4)
Other - - 20 - - 2.0
As of 31 December 2001 56.4 257 605.2 201.7 219 9109
Movemnents .
Change in share capital and share premium - 0.5 - - - 05
Purchase or sale of treasury Stock - - 4.2) - - 4.2)
Appropriation of net income for the year - - 2007 (201.7) - -
Consclidated net income for the year {Group's share} - - - 2155 - 215.5
Dhvidends paid - - {55.9) - - {55.9)
Change in translation adjustments - - - - {26.6) (26.6)
Other - - 1.3 - - 1.3
As of 31 December 2002 56.4 26.2 748.1 2155 4.7 1,041.5
Movemnents
Change in share capital and share premium 0.1 4.1 - - - 4.2
Purchase or sale of treaswry stock ~ - - - ~ -
Appropriation of net income for the year - - 215.5 {215.5) - -
Consolidated net income lor the year |Gioup's share) - - - 216.8 - 216.8
Dividends paid - - (61.6) - - {61.6)
Change in transiation adjustments - - - - (41.9) 41.9)
Other - - - - - -
As of 31 December 2003 56.9 30.3 902.0 216.8 (46.6) 1,159.0
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As at 31 December 2003. the share capital of Hermes
International was made up of 36,935,004 shares with
a par value of 1.53 eurgs each.

Changes in translation adjustments in 2003 relate
mainly to the {ollowing:

in millions of euras

Positive translation adjustment differences

Australian dollar 0.3
Other currencies 01
Sutr-total 0.4

Negative translation adjustment differences

US dollar (9.7}
Japanese yen (8.2}
Swiss tranc (7.0}
Hong Kong dollas {6.7}
Euwro 20ne {3.3)
Singapore doltar 3.1
Korean won (2.1
Pound sterlng 1.0y
Taiwanese dollar 0.9
Mexican peso {0.3)
Sub-total {42.3)
Total {41.9)

Comparative Financial Statements for 2001, 2002 and 2003 under French GAAP

The share capilal of Hermes International increased by
130,000 euros (84.732 shares} during the year ended
31 December 2003, due to the exercise of stock
options by Hermés group employees.
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NOTE 1 - ACCOUNTING POLICIES

NOTE 1.1 - SCOPE AND METHOD

OF CONSOLIDATION

The consolidated financial stalements have been pre-
pared in accordance with the legal and regulatory pro-
visions applicable in France. The new methodology
established by the Comité de Réglementation Compt-
able, as contained in regulation 99-02 issued 29 April
1999, is applied with effect from the financial year
commencing 1 January 2000.

The censolidated financial statements include the
financial staternents of Hermés International and mate-
rial subsidiaries over which Hermés Intesnational has,
directly or indirectly, exclusive control, joint control or
significant influence.

Acompany is under exclusive control when the Group
holds more than 50% of its voting rights. Nevertheless,
it can be considered that a company is under exclu-
sive control when less than 50% is held provided that
the Group has effective control over the management
of the company. The concept of effective control
extends 1o undertakings which are operated under
partnership agreements with others.

The financial statements of companies under exclusive
control are fully consclidated.

Jointly controlled companies are consolidated using
the proponional method.

The financial statements of olher companies over which
the Group has significant influence (percentage of con-
trol exceading 20%) are accounted for using the equity
method. By way of exception, some companies more
than 50% controlled by the Group are also accounted
for by the equity method where they are not material to
the Group and the information needed to include them
in the consolidated financial statements on a full consol-
idation basis cannot be obtained without undue delay.
A list of companies included in the consolidation is
given in note 24.

NOTE 1.2 - TRANSILATION OF THE FINANCIAL
STATEMENTS OF FOREIGN COMPANIES
Financial statements expressed in foreign currencies are
translated in accordance with the following principles;
# balance sheets are translated at the official year-end
exchange rate;

= income siatements are {ranslated at the average
annual exchange rate for each currency;

+ statements of cash flows are translated at the aver-
age annual exchange rate for gach currency;

+ the translation adjustment attributable to the Group
arising from the impact on shareholders’ equity of the
difference between historical exchange rates and year-
end exchange rates, and from the use of different
exchange rates for the income statement and balance
sheet, is shown separately in consolidated share-
holders' equity. The same principle is applied to minor-
ity interests.

NOTE 1.3 - TREASURY MANAGEMENT

A provision for conlingencies is set up for foreign
exchange losses. Unrealised foreign exchange gains
are recognised as income in accordance with the pref-
erential method as defined in Regulation 99-02, except
for unrealised gains and losses on forward currency
contracts and options, which are:

+ gither netted against the comesponding gains or
losses on the assels or liabilities hedged by the instru-
men! in question;

+ or deferred where they relate 10 a transaction due to
take place in the following financial year.

Interest rate instruments are used in conneclion with the
management of the Group's treasury investments.
Gains and losses on interest rate differentials are recog-
nised on an accrual basis.

NOTE 1.4 - FINANCIAL YEAR-END

The consolidated financial statements are prepared on
the basis of annual financial slatements or of interim
accounts as at 31 December.

NOTE 1.5 - ELIMINATIONS OF INTRA-GROUP
TRANSACTIONS

The income statement eftect of intra-Group transac-
tions such as margins on inventories, gains or losses
on disposals, cancellation of provisions for deprecia-
tion of value of shares in consolidated companies, and
provisions for loans to consolidated companies, is
eliminated.

These transactions are subject 10 corporate income tax.
Dividends and interim dividends received by the Group
trom consolidated companies are eliminated on con-
solidation. A maiching amount is recorded in consol-
idated reserves.
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In the case of companies accounted for using the full
consolidation method, intra-Group accounts are €lim-
inated in full,

NOTE 1.6 - GOODWILL

The difference arising between the cost of acquisition
of the Group's interest in newly-consolidated sub-
sidliaries and the share of net assets acquired {includ-
ing restated earnings to the date of acquisition) is
treated as follows:

* The portion relating to separately identifiable assels
is attributed to those assets as a fair value adjustment,
representing the difference between the fair value at
which they are included in the consolidated balance
sheet and their value in the books of the acquired
company. Fair value is equivalent 10 value in use in the
case of assets intended for use in operations, and to
realisable value in the case of assets not intended for
use in gperations.

+ The balance is considered to be goodwill. The
amount of goodwil may be corrected in the year fol-
lowing that in which the acquisition takes place, in order
to reflect adjustments o the valuation of the assets and
liabilities recognised at the time of the acquisition.
Positive fair value adjustiments are subject ta depreci-
ation and amortisation using the same methods as
the assets to which they are applied.

Goodwillis amortised over a period appropriate to the
nature of the business acquired and to the objectives
set at the time of the acguisition, and not exceeding
20 years. Goodwill is reviewed annually, in accordance
with Comité de Réglementation Comptable Regulation
No. 2002-10 dated 12 December 2002 applied by
anticipation, to ensure that the residual net value does
not exceed the expected return on the investment in
the subsidiary in question (determined on the basis of
future anticipated and discounted cash flows), whether
or not its shares are listed on the stock market.
Negativa goodwill is included in provisions for contin-
gencies and losses on the liabilities side of the consol-
idated balance sheet, and is released to the income
statement over a maximum period of 10 years depend-
ing on the forecasts made at the time of the acquisition.

Comparative Financial Statements for 2001, 2002 and 2003 under French GAAP

NOTE 1.7 - INTANGIBLES

Organisation cosis are fully expensed in the year ol
acquisition, given their relatively fow fair value and on
grounds of prudence.

Purchased goodwill and leasehold rights are written
down to their probable realisable value where this is
lower than net book value.

Software is depreciated over a maximum period of
3 years.

Trade-marks and patents are writien down to their
probable realisable value where this is lower than net
book value.

NOTE 1.8 - PROPERTY, PLANT

AND EQUIPMENT

Property, plant and equipment are valued at historical
acquisition cost and depreciated, generally using the
straight-line method, over the following average esti-
mated useful lives:

+ buildings: 20 years; .
+ leasehold improvements, furniture and fixtures: 3to
10 years depending on the expected uselul life of the
asset in question, and not exceeding the term of the
lease (in particular in the case of store fittings):

+ industrial plant and equipment: 10 years;

+ other items: maximum of 5 years.

Property acquired under finance lease agreaments is
capitalised when the lease effectively transfers to the
Group virtually all risks and rewards incident {0 own-
ership of such property. The criteria for evaluating
these agreements are based primarily on:

» the lease term as a proportion of the life of the leased
assels;

«» total future minimum payments in proportion to the
fair value of the asset financed;

+ whether or not there is transter of ownership at the
end of the lease agreement;

+ the existence of a purchase option on favourable
terms;

+ the specific nature of the leased asset.

Property acquired under finance leases is restated so
as to show the original value of the buildings and the
theoretical depreciation thereon on the asset side of the
balance sheet and to show the corresponding debt on
the liabilities side. Equipment leases are restated only
if they are significant.

Leases that do not have the characteristics of finance
leases are treated as operaling leases, in which case
only the rents are recorded under income.
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Where an acquisition is partially financed by aninvest-
ment subsidy, the subsidy is released 10 the income
statement over the depreciation pericd of the related
asset. The subsidy itself is recorded in “Other liabilities”
in the balance sheet.

Depreciation of property, plant and equipment directly
linked to production is charged to cost of sales, while
depreciation of other tangibles and amortisation of
intangibles (including consolidation goodwifl} are
charged to “Other income and expense”.

NOTE 1.9 - LONG-TERM INVESTMENTS
Long-term investments comprise investments in non-
consofidated companies, loans to third parties out-
side the Group, and miscellaneous financial deposits.
They are valued at historical acquisition cosl.
Provisions are booked against loans and other long-
term investments where recoverabilty becomes
improbable.

Any share in negative net assets of companies
accounted for by the equity method is, in the interests
of simplicity and clarity, netted oft "Investments in
equity affiliates” rather than being classified as a pro-
vision for contingencies.

NOTE 1.10 - INVENTORIES

Inventories held by Group companies are valued at
weighted average cost or standard cost adjusted for
variances.

Provisions are bocked lo reduce inventories 10 net
realisable value if this is iower than book value, and for
slow-moving inveniories.

These provisions are charged 10 cost of sales.

NOTE 1.11 - MARKETABLE SECURITIES
Marketable securities are valued at their market vaiue
as at 31 Decernber calculated separately for each cat-
egory of securities. Losses in value on individual secu-
rities give rise to a provision for depreciation, charged
against financial income, Unrealised gains are also
recognised in the income slatement.

NOTE 1.12 - ADJUSTMERNT OF DEPRECIATION,
AMORTISATION AND PROVISIONS

The impact of accounting entries booked solely to
comply with tax legislation is eiminated from the con-
solidated financial statements, net of deferred tax.
These adjustments mainly relate to restricted provi-
stons and accelerated tax depreciation in French com-

panies, and to excess provisions for inventories and
doubtiul accounts in foreign companies.

NOTE 1.13 - CORPORATE INCOME TAX

The tax charge includes:

« the current tax for the year of the companies included
in the consolidation;

+ deferred tax resulting from timing differences:

- between the taxable eamings and accounting incorme
of each consolidated company;

- arising from adjustments made to the financial state-
ments of consolidated companies to bring therm into
line with Group accounting principles;

- arising from consolidation adjustments.

Deterred tax is calcutated on all timing differences
exisling at year-end (full provision) at the 1ax rale in
force on this date, or at the rate tor the subsequent year
where known, Previous deferred tax is revalued using
the same rate {liability method).

The main categories of deferred taxes apply lo restate-
ments of interna! profits on inventories, provisions for
inventories and timing differences.

If a recovery risk arises on some or all of a deferred tax
assel, a provision for depreciation is recorded.

The company has opled for a group tax election, which
look effect from 1 January 1988. Under the terms of
an agreement between the parent company and the
subsidiaries included in the group tax efection, pro-
jected and actual tax savings or liabilities generated by
the Group are recognised in the incomne statement in
the year in which they arise.

The main companies included in the group tax election
are Hermés International, Avril-Morio & Patte, Bagages
& Cuirs, Castille lnvestissernents, Compagnie des Arts
de ia Table, Compagnie des Cristalleries de Saint-
Louis, Compagnie Hermes de Participations, Comptoir
Nouveau de la Parfumerie, Ganterie de Saint-Junien,
Gordon-Choisy, Héraklion, Hermeés Porcelaine Péri-
gord, Hermas Sellier, Holding Textile Hermés, John
Lobb, L.a Manufacture de Seloncourt, Maroguinerie
de Belley, Maroquinerie des Ardennes, Nehet,
Société d'impression sur Etoffes du Grand-Lemps, and
Sport-Soie.
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NOTE 1.14 - SALES AND TRADE RECEIVABLES
Sales of goods are accounted for on delivery; sales of
senices are accounted for on completion.

A provision is recorded for any trade receivable likely
1o shaow a risk of total or partial non recovery.

NOTE 1.15 - RETIREMENT BENEFIT
COMMITMENTS

A provision is recorded for commitments in respec! of
statutory retirement benefit schemes for the employ-
ees of French companies in the Group, and for top-up
schemes for executives and senior managers of these

Comparative Financial Statements for 2001, 2002 and 2003 under French GAAP

companigs. These provisions are based on an actuarial
calculation, which takes inta account length of ser-
vice, lite expectancy and staff turnover, plus assump-
tions on inflation and discounting.

In the case of some companies, the amount of
these commitments has been paid over to insurance
companies.

Foreign companies generally operate defined-benefit
schemes and pay contributions to independent pen-
sion funds.

The amount of these commitments is disclosed in note
10a to the consolidated financial statemenis,

NOTE 2 - CHANGES IN THE SCOPE OF CONSOULIDATION

Interest Method

2003 2002 2003 2002
Velours Blafo LN T 20.15% = Equity
Boissy Retail R - i -
Bucol . 39.52% Full
Etablissements Lucien Carlier 20.16% Equity
Herlea 51.00% Full
Hermeés Porcetaine Périgord 99.40% Ch Full
Hermeés de Paris {Mexico) ' 51.00% o Full
La Maroquinerie Nontronnaise i 86.74% o Full
Saint-Honoré Shanghai - i -
Les Tissages Perrin 39.52% Equity
Les Tissages Verel 39.60% T Equity

The main changes in the scope of consolidation during
2003 were the following:

—the creation of Boissy Retail and Saint-Honoré
Shanghai;

- the acquistion of 100% of the subsidiary Bucal, pre-
viously 39.52% owned;

- the acquisition of 39% of the shares in Herlee. This
transaction gave rise to recorded goodwill of 1.5 million
eures.

These changes in the scope of consaclidation in 2003
produced ne material impact on sales or on the Group's
share of net income (excluding goodwill amortisation).
Because of this lack of material impact, we did not pre-
sent pro forma accounts as of the opening date,
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NOTE 3 - INTANGIBLES

in millions of euros

2002 Increases Decreases Other 2003
Leasehold rights 297 1.4 - -
Purchased goodwill 3.1 - - 0.1}
Other intangibles 327 4.8 {0.2) 0.1 SR
TOTAL GROSS VALUE 65.5 6.2 (0.2} 0.0 71.5
Amortisation ar.3 6.0 0.2) 0.3 tra
TOTAL NET VALUE 28.2 0.2 (0.0) 0.3 28.7

Other intangibles comprise:
- concessions, patents, icences, software and trade- — olher assets (17.1 milion euros).
marks (20.3 million ewos);

NOTE 4 - PROPERTY, PLANT AND EQUIPMENT
n malhons ol euros

2002 Increases Decreases Other 2003
tand 135.3 1.0 - {10.9) i
Buildings 192.0 1.8 (1.5 3.9 i
of which: leased buildings 5.5 - - -
industrial plant and equipment B1.8 B.1 (1.8) {0.5) L
Other property, ptant and equipment 2280 455 (8.9 7.2} R
Construction in progress 185 16.3 - {15.9) 7
TOTAL GROSS VALUE 655.6 827 {13.2) {38.4) BB6.7
Depreciation 236.3 415 (11.5) {9.9) SR
of which: depreciation for leased property 1.4 0.3 - -
TOTAL NET VALUE 419.3 41.2 {(.n (28.5) 430.3
Buildings include a property in Milan held under a — liahility as at 31 December 2003: 1.7 miflion euros, of
finance lease, the main details of which are as follows: which 0.6 million eurcs is due within one year and
~ gross valug of the asset: 4.6 million euros; 1.1 mdllion euros is due within 1 to 5 years;
- depreciation period: 20 years starting on 15 Decem- ~during the year ended 31 December 2003, the annual
ber 1997; rate of interest (variable) was 3.17%.
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NOTE § - GOODWILL

n milions of euros

2003 2002

Gross Amort/prov. Net Net

Fully consolidated companies EERe “i 22.4

Equity affiiates PRy 223

TOTAL GOODWILL $0.3 393 7
During the year, the only significant change in goodwill The net amortisation charge recorded in the income

related to Herlee, for which goodwill of 1.5 milllion euros statement for the year (after including the impact of
was recognised when the Group acquired the shares exchange rates) was 4.9 milion euros in 2003, com-
held by minority shareholders. The impact of exchange pared with 6.0 million euros in 2002.

rates has reduced the gross value of goodwill by

4.6 million euros.

NOTE 6 - INVESTMENTS IN EQUITY AFFILIATES

a - Value of investments in equity affiliates  rhons of eures

2003 2002 2001
Financiére Saint-Eloi £ {(1.0) (0.9
Gaulme 9.6 10.1
Groupe Perrin 3.3 3.7 5.1
John Lobb Japon 0.7 0.6
Leica Camera tna 7.1 6.4
Maroquinerie Thierry 0.2 0.2
Société Nontronnaise «Je Confection G o 01
Soficuir Intemnational s 8.7 6.6
TOTAL 28.9 281 28.2

168 CONSOLIDATED FINANCIAL STATEMENTS



b - Change in investments in equity affiliates
This itemn is broken down as follows:

71 milions of euros

Investments in equity affiliates as at 31 December 2002

24.1

Translation adjustment

Dividends paid/received

Impact of changes in scope of consolidation

Share of 2003 net income

Investments in eguity affiliates as at 31 December 2003

289

Some of these companies are more than 50% con-
trolled. Nonetheless, they are consolidated on the
equity method because they account for an insignifi-
can! percentage of Group sales. In addition, because

NOTE 7 - LONG-TERM INVESTMENTS

of the way they are structured, it i$ not possible to
obtain the information needed to prepare consoclidated
accounts in a timely fashion.

n milions of ewros

2002 Increases Decreases Other 2003
Securities 15 - (0.5) -
Loans 3.8 1.2 (1.0 -
Cther long-term investments 16.6 2.0 {0.5) (1.7 Y
Total gross value 21.9 3.2 {2.0} (1.7) 21.4
Provisions 26 0.2 - {0.2) ’
TOTAL 19.3 3.0 {2.0) (1.5) 3.8
The main non-consolidated companies included
under “Securities” are Mégisserie Alric and Hermés
do Brazil.
NOTE 8 - INVENTORIES AND WORK IN PROGRESS
in milions of ewros
2003 2002 2001
Gross Provisions Net Net Net
Purchased goods, semi-finished
and finished goods ihi L 190.5 182.4
Raw materials and work In progress 3.3 A s 839 86.5
TOTAL 1018 1216 280.2 274.4 268.9
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NOTE 9 - MATURITIES OF ACCOUNTS RECEIVABLE AND PAYABLE

All accounts receivable are due within one year,
All accounts payable are due within one year with the
exception of:

- 48.3 miion euros dassified under the heading “Debt
and maturing” between 1 and 5 years or in over 5 years.

NOYE 10 - PROVISIONS FOR CONTINGENCIES AND LOSSES

i milions Of ewros

2003 2002 2001
Provisions tor contingencies and losses 310 28.0
Provisions for retirement benefit commitments 26.4 2549
TOTAL 436 57.4 53.9

a - Provisions for retirement benefit commitments
This represents the Group’s commitments to its
employees in respect E;f fetirernent benefits. For French
companies, this commitment is calculated on the basis
of an actuarial method, using the TV 88-90 life
expectancy table and a 3-point differential between the
rate of inflation and the discounting rate. During 2003,
no paymentis were made 1o insurance companies.

b - Provisions for contingencies and losses
Provisions for contingencies and losses relate to:

In addition, the Group has a top-up pension scheme for
executives and senior managers. The associated liabil-
ity in the balance sheet as at 31 December 2003 was

16.1 million euros.

in meflions ol ewros

2003 2002 2001
Litigation and other risks e 23.1 19.7
Restructuring and major refurbishments L 7.9 83
TOTAL 17.7 31.0 28.0

Charges for litigation and other risks are booked by
each Group company based on currently applicable
accounting standards and principles.
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c. Changes in provisions for contingencies and losses

in mibons of ewros
Amounts Currency

2002 Charges reversed* impact 2003
Provisions lor ktigation and other risks 23.1 8.7 (14.4) 0.9)
Provisions for restructuring and major
refurbishments 7.9 Q.3 6.8} (0.2} P
Provisions for retirement benefits 26.4 3.2 (3.3 {0.4) el
TOTAL 574 12.2 {24.5) (1.5) 43.6
" Amounts used:
Provisions or ktigation and other risks 5.2
Pravisions (0r reéstructuring and major refurbishments 3N
Provisions for retirement benefits 2.5
Total {11.4)

NOTE 11 - MINORITY INTERESTS
n milions of euros

2003 2002 2001
Minority interests as at January 1 16.1 15.0 298
Impact of changes in the scope of consofidation i (0.1} (20.2)
Translation adjustment on foreign companies (2.0 0.8
Minority interests in dividends distibuted ik {1.7) 1.7
Minority interests in net income 3.f 49 6.5
Minority interests as at 31 December 18.4 16.1 15.0

NOTE 12 - GROSS PROFIT

All commissions are taken to cost of sales. Provisions taken to cost of sales, as are all foreign exchange gains
for depreciation of inventories, tosses on inventories, andlosses ansing from the hedging of commercial pay-
and the porlion of depreciation charges included in the ments denominated in foreign currencies.

cost of production of goods sold by the Group are also
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NOTE 13 - SELLING, MARKETING AND ADMINISTRATIVE EXPENSES

n mullions Gf euros.

2003 2002 2001
Advertising and public relations o 69.1 776
Other selling, marketing and administrative expensas 367.0 349.0
TOTAL 426.9 436.1 426.6
NOTE 14 - OTHER INCOME AND EXPENSE i mlions of Eos

2003 2002 2001
Depreciation and armoartisation {net) e (38.4) {35.7)
Net charge o provisions 3 7.0) 1.9
Share of net income of equity affiiates 1.1 1.5
Other income and expense Lo 1.7 {4.4)
TOTAL {38.2) (42.6) (36.7)
The nel charge to provisions comprises: 1 oS of oS
2003 2002 2001

Retirernent benefit commitments {4.8) (2.8}
Other provisions for contingencies and losses (2.2) 4.7
TOTAL a0 70 19
NOTE 15 - EMPLOYEES :
The geographical breakdown of the total number of employees is as lollows:

2003 2002 2001
France < 3.485 3,184
Rest of Ewrope 562 554
Rest of the world Ttz 1.314 1,205
TOTAL 5.584 5,361 4,943
The breakdown of the average number of amployees by category was as [ollows:

2003 2002 2001
Production et 2,262 2,055
Sales O 2.146 1,986
Other {design, marketing, administration} i 953 902
TOTAL 5.594 5,361 4,943

Total personnel costs for 2003 were 294.6 million euros, compared with 284.6 million euros in 2002 and 267.9 mil-

lion euros in 2001
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NOTE 16 - NET FINANCIAL INCOME

n rmulions of euros

2003 2002 2001
Interest and similar charges L (5.2} 7.5)
Interest and similar income 28 17.4
Change in provisions against financia! tems 0.3 {1.4)
TOTAL 6.6 7.9 8.5
NOTE 17 - CORPORATE INCOME TAX
a - Breakdown of corporate income tax charge

in mahons of euros

2003 2002 2001
Current tax AR {115.0) {119.5}
Deferred tax T 7.3 12
TOTAL (118.7} (107.7) (107.8)

b - Rationalisation of corporate income tax charge

The effective tax rate for the year ended 31 December The difference between the theoretical lax charge and
2003 was 35% compared with 32.8%, in the year the actual tax charge for 2003 is explained as follows:

ended 31 December 2002.

in mdons of ewros

2003 2002
Consolidated net income - Group's share LN 2155
Consolidated net income - mincrity interests C= 49
Tax charge {(118.7) {107.7)
Net income before tax R 328.1
Curent tax rate in France S 35.4%
Theoretical tax ¢charge e {116.1)
Reconciling items:
~ Permanent timing differences and transactions taxed at a reduced rate e (2.0}
- Differences refating to foreign Lax 21 10.4
TOTAL {(118.7) (107.7)
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¢ - Deferred tax

Deferred tax is recognised on all timing differences
using the liability method. No deferred tax is recognised
on tax credits or tax loss canry-forwards. Discounting is

not applied to deferred tax. The net change in deferred
tax assets and liabilities breaks down as follows:

in milions ol euros

Deferred tax asset as at 31 December 2002

Deferred tax liability as at 31 December 2002

Net deferred tax asset as at 31 December 2002

Irnpact on the income statement

Impact of foreign exchange movements

Deferred tax asset as at 31 December 2003

Deferred tax kability as at 31 December 2003

Net deferred tax asset as at 31 December 2003

NOTE 18 - EXPOSURE TO MARKET RISKS AND FINANCIAL COMMITMENTS

a - Outstanding amounts on hedging contracts
The Group is exposed to curency risk because of its
foreign-currency denominated sales. This risk is hedged

by Hermés International based on budgel projections,
either by forward sales or by options.

in thousands of cumency unils

Currency Counterpart Expon tmport Net position  Off-balance MNet position Cover 1%
tHows flows before sheat after ratio sensitivity
cover position cover (r hournds of aucs)
AUD CHF 525 - 525 {525) - 100% -
AUD EUR 5.901 - 590 6,150) (249) 104% 1
CAD CHF 82 - B2 (74) 8 90% a
CAaD EUR B.541 - 8541 (7.229) 1,312 85% [t:]
CAD GBP - - - - - - -
CHF EUR 11,650 (2.932) 8,718 {13.187) {4,469) 151% 28
CHF GBP 19 - 19 22) 3 116% o
CZK CHF B850 - 650 (742) 2 114% 0
CZK EUR 19,5598 - 19,598 (17,.240) 2,358 88% ()
EUR CHF - {432) (432} 430 {2) 100% o
EUR GBP 248 - 248 250 ) 101% 0
EUR 5GD 33,657 - 33.657 (33,580) 77 100% [v4]
GBpP CHF 620 - 620 [620) - 100% -
GBP EUR 7411 - 7411 {7.450) {39 1% 1
HKD CHF 30,324 - 30,324 {30,600} {276) 101% 0
HKD EUR 150,088 - 150,088 {150,860) {773) 101% 1
HKD GBP ~ (788) (788) 790 3 100% 0
HKD SGD 11,484 - 11,484 {11,400 84 29% 1]
HKD usD 14,304 - 14,304 2,000 16,304 (14%) (16}
JPY CHF 1,382,945 - 1,382,945 11.480,000) 197,054} 107% 7
JPY EUR 26,156,611 - 26,156,611 (25,168,794} 987,817 96% 72)
JPY GBP 232,007 - 232.007 (232,000 7 100% 0
JPY 5GD - {105,588) {105,588) 105,600 12 100% v}
KRw EUR 2,604,800 - 2.604 800 (2,534,7000 70,100 97% [8)
KRW usoD 12,542,068 (11,996,325) 545,743 (550,848) (5.105) 101% Q
MXN EUR 19,950 - 19,950 - 19,950 - (14)
SGD CHF 1,631 - 1,631 {1,665} (34) 102% 0
SGD EUR 155,848 - 155,848 (156.,363) 515) 100% 2
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Curmrency Counterpart Export Impaort Net position  Off-balance Net position Cover 1%

flows flows betare sheat atter ratio sensitivity
cover position cover n Pousds of e sTs)

SGD GBP - - - - - - -
EGD uso - {18,385) {18,385) 9,330 (9,055) 51% 42
THB" EUR 158,454 - 158,454 {1.30,900) 27,554 83% {5}
TWD* usp 268,000 - 268,000 {280,000) {12,000 104% 2
uso CHF 5,138 - 5,138 {5,341) {203) 104% 2
ushD EUR 120,652 4.826) 115,826 [108,000) 7826 93% {B1)
Uso GBP 1,056 - 1.056 {1.056) - 100% -
USD HKD - 102) {102 102 - 100% -
usD SGD 63,963 - 63,963 {64,000} (37} 100% 0
Total - - - - ~ [97%) (93}
Breakdown of curency contracts in thousands of cuTency unts
Currencies Counter- Datail of Forward Forward Purchases Sales Purchasas Sales Mark-
hedged part off-balance purchases sales of calls of calls of puts of puts  to-market

sheet at 31/12/03

pasition #n Thausands of ewrGs)

AUD CHF 1525) - {525) - . Z Z -
AUD EUR {6,150) 250 6.,400) - - - - 124)
CAD CHF (74) - [74) - - - - 2
CAD EUR {7.229) - (7.229) - - - - 158
CAD GBpP - 60 {60) - - - - -
CHF EUR {13187 2,390 {15577 - - - - 77}
CHF GBP 22) 22 (a4) - - - - -
CZK CHF 742) - (742) - - - - -
CZK EUR (17.240) - 117.240) z . - - 7
EUR CHF 430 850 (4204 - - - - 4
EUR GBP (250} - {250} - - - - 13)
EUR 5GD (33.580) - {33,580 - - - - (2.259)
GBP CHF (620) - {620} - - - - 3
GBP EUR [7.450) 460 (2910} - - - - 155
HKD CHF (30,6001 - {15.600) - - {15.000) - 243
HKD EUR {150,860) - {15.8601 - - {135,000 - 1191
HKD GBP 790 1.050 {260) - - - - 4)
HKD SGD {11,400 -~ {11,400) - - - - 15
HKD usnp 2.000 2000 - - - - - _
JPY CHF (1,480,000) - {1,480,000 - - - - 556
JPY EUR {25,168,794) 79,590 15,248,384) - - (20,000,000 - 6,721
JPY GBP (232,000 - {232,000 - - - - Al
JPY SGD 105,600 187,200 81,600) - - - - 7
AW EUR {2,934,700) - {2.534,700 - - - - 142
HAW usp {550,848} 12,017,346 (12,568,194) - - - - 56
SGD CHF 1.665) - 825) - - (840) - 46
5G0 EUR {156,363) - [69,363) - - {87.000) - 5,030
SGD Gap - 40 (20} - - - - 1
SGDb UsD 9.330 17,830 (8.500) - _ " _ 37
THB" EUR {130.900) 19,800 (150,700 - - - - 1M
™D usD {260,000 - (280.000) - - - - 16}
UsD CHF (5,341} - (441} - - (4.900) - 382
usD EUR {108,000) 2901 (33,751} 4 850 - (82,000} - 6.025
uso GBP {1,056} 200 {1,256) - - - - a4
usD HKD 102 102 - - - - - .
usD SGD (64,000 - (64,000 - - - - 1.068
Total - - - - - - - - 19,756

As these hedging contracts are negotiated over the counter exclusively with leading banks, the Group is not
exposed to any counterparty risk.
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1 - Breakdown by currency
n milions of ewos

b - Financial assets and liabilities
|

< 1 year 1 year > 5 years Total Variable Fixed

to 5 years rate rate

Financial assets 5434 15.0 - 558.4 555.4 3.0
Euro 813 15.0 - 396.3 393.3 3.0
Swiss franc 83.5 -~ - . 835 83.5 -
Other 78.6 - - 786 18.6 -
Financial liabilities 55.9 28.8 19.5 104.2 44.8 59.4
Euro 7.0 1.2 01 83 8.3 -
Japanese yen 45.6 276 19.4 926 B2 57.4
Other 33 - - 33 1.3 20
Net position before cover 487.5 {13.8) {19.5) 454.2 5106 {56.4)
Off-balance sheet - - - - - -
Net position after cover 487.5 {13.8) (19.5) 454.2 510.6 {56.4)

2 - Breakdown by type
in milions ol ewros

< 1 year 1 year > Syears Total Variable Fixed
to Syears rate rate
Financial assets 5434 15.0 - 558.4 555.4 3.0
Loans 4.0 - - 4.0 4.0 -
Marketable securities 3770 15.0 - 3920 389.0 3.0
Cash ard equivalents 162.4 - - 162.4 162.4 - -
Financial liabilities 55.9 28.8 19.5 104.2 44.8 59.4 |
MT and LT debt 127 288 19.5 61.0 3.6 57.4
Bank overdrafts and ST debt 43.2 - - 43.2 41.2 20
Net cash 481.5 (13.8) (19.5) 454.2 510.6 (56.4)

SENRIRG OIS

in mifions of euros

A 1% change in interest rates duning 2003 would have

had an impact of 5,1 million euros on consolidated net 2003
income before tax, or 77% of net financial income  Financial assets 558.4
before tax. Financial lizbiities 104.2
The market value of marketable securities is equivalent Net cash 454.2
to their value on the books. Changae in net cash 794
Financial Babilities do not include the debt associated Increase in assets 51.5
with employee profit sharing, which is included under Increase in liabfities 379
“Other liabilities”. -

Change in scope of consolidation -

Foreign exchange gains/losses) (10.0)
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¢ - Other financial commitments
in miions of ewros

2003 2002 2001
Bank guarantees given® Tl 123.5 102.9
Repurchases of securities {guarantees received} 1= 220 20.7
Repurchases of securities (guarantees given) 2E 4.6 2.4
Finance leases = 26 3.9

* Material guarantees are given by the Group 1o guarantee the commitments of subysidianes {mainly borrowings by Hermés Japon).
They aitract fees at a rate in line with charges ordinanly applied by banks.

As at 31 December 2003, future non-cancellable ated by the Group world-wide were broken down

commitments on fease agreements for all stores oper- as follows:
in mifions of euros
< 1year 1 year to 5 years > 5 years Total
Rents* 243 58.0 49.8 132.1

* Amounts shown have been discounted at an annual rate of 7.5%.

NOTE 19 - INFORMATION BY GEOGRAPHICAL AREA

a - Consolidated sales by geographical area
in milions of euros

2003 2002 2001
France et 256.0 260.5
Rest of Europe PEALAN' 207.3 207.2
Japan R 358.8 333.2
Asia-Pacific (excluding Japan} oa 180.0 193.8
Americas e 184.6 187.5
Other® i 456 44.7
TOTAL 1,230.0 1,242.3 1,226.9

* Inciudes sales to airknes.

b - Fixed assets
in millons of euros

2003 2002 2001
France PRI 196.2 180.3
Rest of Europe 37 62.2 61.9
Japan 185.7 193.7
Asia-Pacific (excluding Japan) 438 22.6
Americas Ahal 52.7 579
TOTAL 546.0 540.6 516.4
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NOTE 20 - INFORMATION ON SALES BY BUSINESS SEGMENT

a - Consolidated sales'

n mibhons of euros

2003 2002
Silk I 152.5
Bags and Luggage 4252
Clothing and Accessories? o 283.5
Other sectors? . 119.1
Distribution via the Hermés exclusive network 293.7 980.3
Parfumes el 56.5
Waiches et 113.9
Tableware SRS 459
Distribution via specialist outlets 183.0 216.3
Other products* 38.3 T 457
TOTAL 1,230.0 1,242.3

1. Due 1o the new breakdown of sales by sector that was insti-
tuted during 2003, the breakdown is not available for 2001.

2. “Clothing and Accessories” ncludes men and wormen's cloth-
ing, belts, enamel, leather jewellery, gloves, hats and Hemeés
shoes.

b - Operating income

3. "Other sectors” nclude jewellery, danes, small leather articles
and Anl of Living products,

4, “Miscellanecus” includes John Lobh shoes and products
manulactured for brands from outside the Group (lextile prnting,
perfumes, elc.).

in millons of euros

2003 2002 2001
Distnbution via the Hermés exdclusive network SIL 297.5 283.9
Distribution via specialist outlets 495 45.2

Miscellanecus

(26.8) 22.0)

TOTAL

320.2 307.1

¢ - Fixed assets

in miflions of euros

2003 2002 2001
Distribution via the Hermés exclusive network R 396.2 374.3
Distribution via specialist outlets TR 273 276
Miscellaneous HP AR 1171 1145
TOTAL 546.0 540.6 516.4

NOTE 21 - REMUNERATION OF CORPORATE OFFICERS

Remuneration paid to members of the executive man-
agement, administrative and supervisory bodies of the

Group in 2003 amounted t¢ 4.4 million euros com-
pared with 3.7 million euros in 2002.
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NOTE 22 - INFORMATION ON FEES PAID TO AUDITORS AND ADVISORS

Defoitte and Didier Kiing & associés are the principal
Statutory Auditors of the Hermeés Group.

Fees paid to the Statutory Auditors and to members of
their networks in 2003 are broken down as follows:

in milions of ewras

Deloitte network

.. Didier Kling & associés network

2003  Allocation 2002 Allocation 2003 Allecation 2002 Allocation
Auditing
Auditing of accounts [ fat 0.9 82% i T G.1 100%
Other tegal and retated missions o - - - -
Sub-total & dFH 0.9 az2% s T2 0.1 100%
Other services
Legal, tax and labour matters N Tt 0.2 18% - - - -
Sub-total i SR o2 18% - - - -
TOTAL 1.4 100% 1.1 100% 0.1 100% o1 100%

The imbalance between the two audit firms is due to
the fact that Deloitte is in charge of auditing for nearly
all of the Hermés Group's subsicharies.

NOTE 23 - EARNINGS PER SHARE

Earnings per share is calculated on the basis of the
weighted average number of shares outstanding during
the year.

The weighted average number of shares outstanding
during the year and previous years is adjusted to take
account of any bonus issues and stock splits occurring
during the year, and of treasury stock.

Diluted earnings per share is adjusted to reflect shares
to be issued in connection with stock option plans
implemented by the Executive Management.

The calculation and reconciliation of base earnings per
share and diluted eamings per share is shown below;

2003 2002 2001
Numerator (millions of euros)
Base net income FALER) 2155 201.7
Adustiments - -
Diluted net income 218.5 201.7
Denominator {number of shares)
Woeighted average number of ordinary shares 36,632.998 36,633,926 36,622,506
Average effect of ditutive potential ordinary
shares - stock options PEL a5y 261,684 231,960
Weighted average number of ordinary shares, diluted 306,895.287 36,895,610 36,854 466
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Comparative Financial Statements for 2001, 2002 and 2003 under French GAAP

NOTE 24 - SCOPE OF CONSOLIDATION

List of companies included in the consolidation as at 31 December 2003

2003 percentage Registered
Company Registered Office Control  Interest Method no. [France)
Hermés intemational 24, rue du Faubourg-Sain-Honoré, 75008 Paris Parent  Parent Parent 572076396
Alpasoie 9, rue Claude-Terasse, 38690 Le Grand-Lemps
{France) 23.00 38.32 Equity 315126714
Atebers A.S. 16, chemin des Mirners, 89310 Pierre-Bénite {France} 74.80 74.08 Ful 954503843
Avri-Morio & Patle 12-14, rue Auger, 93500 Pantin (France) 100,00 100.00 Ful 4090209 202
Bagages et Curs 12-16, rue Auger, 93500 Pantin (France) 99.98 99.98 Futt 411795859
Boissy Mexico Avenida Presidente Mazaryk 422, Local "A”
Cal Polanco, 11560 Mexico D.F. (Mexico) 51.00 5100 Full -
Boissy Retal 36 Rabinson Road, 18-01 City House,
Singapore 068877 (Singapore) 100.00  100.00 Full -
Baitssy Singapour 36 Robinson Road, 18-01 Gty House,
Singapore 068877 (Singapore} 100.00 80.00 Equily -
Bucol 18-20, rue Tronchet, 63006 Lyon [France) 100.00 100.00 Fuli 957 509375
Castlle Investissements 24, rue du Faubourg-Saint-Honoré, 75008 Paris 10000  100.00 Ful 352565451
Compagnie des Arts de la Table 23, rue Boissy-d"Anglas, 75008 Paris §00.00 100.00 Full 393612804
Compagnie des Cristalleries
de Sainl-Louis Sant-Louis-lés-Bitche, 57620 Lemberg {France) 48.80 98.80 Ful 353438708
Compagnie Hermés de Participations 23, rue Boissy-d’Anglas, 75008 Paris 10000 100.00 Full 413818147
Comptoir Nouveau de la Parfumerie 23, rue Boissy-d"Anglas, 75008 Paris 99.67 99.67 ful 542053285
Créations, Editions d'Etoffes
e d"Ameublernent 21, rue Cambon, 75001 Paris 74.54 74,54 ful 602013583
Exocuirs 69, rue du Rhane, 1207 Geneva (Switzerdand) 49.60 46.62  Equity -
Ex-Pili 25/F Chinachem Leighton Plaza,
29 Leighton Road, Causeway Bay (Hong Kong) 100.00 100,00 Fult -
Financiére Saint-Eloi 2, rue des Gironiins,
Lixembourg L1626 (Luxembourg) 20.00 20.00  Equity -
Financiére Saint-Honoré 9, avenue Eugéne-Pittard, 1211 Geneva 25
{Switzerland) 10000 10000 Ful -
G.C. Real Estate 25, rue Boissy-d'Anglas, 75008 Paris 10000 100.00 Ful 400080487
Ganterie de Saint-Junien 18, rue Louis-Codet, 87200 Saint-Junien (France) 99.99 99.99 A 39158119
Gautme SA 30, rwe du Faubourg-Saint-Antoine, 75012 Paris 35.00 3500 Equity 380681833
Gordon-Choisy 17, boulevard Jules-Ferry, 75011 Paris 99.99 99.99 Ful 662044833
Heéraklion 23, ue Boissy-d"Anglas, 75008 Paris 100.00  100.00 Fdl 383935897
Herlee 23/F Chinachem Leighton Plaza
29 Lesghton Road, Causeway Bay (Hong Kong) 90.00 90.00 Ful -
Hermés Argentina Avenida Alvear 1981, 1129 Buenos Aires {Argenting) 100.00  100.00 full -
Hermés Australia Level 11, Skygarden, 70 Castlereagh Street,
Sydney NSW 2000 (Austratia) 100.00 10Q.00 Full -
Hermés Benelux 50, boulevard de Waterloo, 1000 Brussels Belgium) 100,00 100.00 Full -
Hermés Canada 79 Welington Street West, Suite 3000, Toronto,
Ontarig MSK 1N2 {Canadta) 100,00 100.00 Fult -
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2003 percentage Registered

Company Registered Otfice Control Interest Method no.{France)
Hermés de Parts Mexico) Avenida Presidente Mazaryk 422, Local A"

Cdl Polanco, 11560 Mexico D.F. (Mexico) 51.21 51.21 Fudt -
Hermés GB Knowsley House, 176 Sloane Streel,

London SW1X 90QG (United Kingdom) 10000 10000 Ful -
Hermés GmbH Geyerstrasse 32, 80469 Munich (Germany) 10000 100.00 Full -
Henmés Greater China 25/F Chinachem Leighton Plaza,

29 Leighton Road, Causeway Bay (Hong Kong) 100.00  100.00 Full -
Hermés Holdng GB Knowsley House, 176 Sloane Street,

Londan SW1X 890G [Urnited Kingdom) 10000 10000  Ful -
Hermés Holdings US 1105 North Market Street, Suite 1300,

Wiknington, Delaware 19801 (USA) 10000 100,00 Full _
Hermés Ibenica C/Semann 120, 28006 Madrid (Spain) 100.00 100.00 Full -
Hermés Intemational Portugal Largo do Chiado 9, 1200-108 Lisbon (Portugal) 100.00  100.00 Ful -
Herméss ltalie Via Serbelioni 1, 20122 Milan (taly) 10000 10000  Ful -
Hermés Japon 4-3, Ginza 5-Chome, Chuo-ku,

Tolcyo 104-0061 {Japan) 100,00 100.00 Ful -
Hermés Korea S/F, Samhi (Binggrae) B/D, 518 Apkujong-Dong-

Kangnam-ku, Seoul 135-110 (Korea) 8830 8830 Ful -
Hermeés Korea Travel Retad &F, Samhi (Binggrae) B/, 518 Aplasjong-Dong-

Kangnam-fas, Seoul 135-110 (Korea) 10000 100.00 Fud -
Hermés Monte-Cardo 11-13-15, avenue de Monte-Carlp, 98000 Monaco  100.0¢  t00.00 Futl -
Hermés Porcetaing Périgord Les Ets de la Chasmoise, route de Pisgut,

24300 Nontron (France) 99.76 99.76 Fut 380059188
Hermés Prague Parizska 12/120, 11000 Prague (Czech Reputlic)  100.00 100.00 Full -
Hermés Retat (Malaysia) G38 Ground Level, Suria KLCC, Kuala Lumpur

City Centre, 50088 Kuala Lumpur (Malaysia} 51.00 51.00 Full -
Hermés Sellier 24, rue du Faubourg-Saint-Honoré, 75008 Paris 99.77 99.77 Fult 696520410
Hermés Singapore {Retal) 36 Robinson Road, Aat 18-01, City House,

Singapore 068877 (Singapore) 80.00 80.00 Full -
Hermés Suisse 43, rue du Rhéine, 1204 Geneva (Switzerland) 100.00 100.00 Full -
Hermés South East Asia 36 Rohinson Road, Fat 18-01, City House,

Singapore 068877 (Singapore) 100.0¢  100.00 Full -
Hokding Textde Hermés 18-20, rue Tronchet, 69006 Lyon {France) 100.00  100.00 Ful 428128318
JL&Co Westrminster Works, Oliver Street,

Northampton NN27.1L (United Kingdom) 10000 10000 Fu -
John Lobb 23, rue Boissy-d" Anglas, 75008 Paris 10000 10000 F 582084371
John Lobb Japon 4.7 Kia Agyama 1, Chome Minato-Ku,

. Tokyo {Japan} 4500 4500 Equity -

John Lobb Ltd 25/F Chinachern Leighton Plaza,

29 Leighton Road, Causeway Bay (Hong Kong) 10000  100.00 FuB -
La Manufacture de Scloncourt 18, rue de la Cdte, 25230 Seloncourt (France) 100.00 100.00 Full 407836329
La Maroquinerie Nontronnaise Avere Yvon-Delbos, 24300 Nontron (France) 93.98 99.98 Full 403230436
La Montre Hermes Edenstrasse 31 A, 2555 Briigg {Switzerland) 100.00  100.00 Full -
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2003 percentage Registered

Company Registered Otfice Control Interest Method no. (France)
Leica Camera Oskar-Bamack Strasse 11, 0-35606 Soims {Germary)  31.50 3150 Equty -
Les Tissages Permin® 9, ue Clavde-Terrasse, 38690 Le Grand-Lemps (France} 0.01 3952 Equity 400135034
Les Tissages Verel® Rue du Docteur-Roux, 38490 Saint-André-lo-Gaz 0.22 39.46 Egudly 583620079

{France)
UMH Pacific mited 26/F Crinachem Lesghton Plaza,

29 Lexghton Road, Causeway Bay (Hong Kong} 51.00 51.00 Fu -
Louisiane Via Sloave 3, 20135 Milan {ltaly} 49.60 4365  Equity -
M Maison et Cie 6, rue Brey, 75017 Paris 46.60 4960 FEquity 572230084
Maroguinerie de Beley 23, rue Boissy-d'Anglas, 75008 Paris 10000 100,00 Fu 428128425
Maroquinerie des Ardennes 23, rue Boissy-d'Anglas, 75008 Panis 10000 10000 FA 428113518
Maroquinerie Thierry Rue des Fougéres, 21 Les Bracols,

74890 Bons-en-Chablais (France) 43.82 4382 Eouity 312108368
Michel Retti SRL Via Sioave 3, 20135 Milan (taly} 49.60 4395  Equity -
Nehel 23, rue Boissy-d*Anglas, 75008 Paris 100.00 9977  Ful 428167514
Origsrerie Christofle 9, rue Hovyale, 75008 Paris 20,00 621 Equity 562063263
Perrin & Fis 202, chemin cu Vioket, 38690 Le Grand-Lemps (France) 39,52 3952 Equity 573620143
RiLinc. 105, Dorset Street La Fayetie, Lovisiana 70501 (USA) 49.60 3224 Equity -
Sain-Honoré (Bangkok) Room G372, The Emporium Shopping Mal,

622 Sukhurmal Road, Klongloey, Banghok 10100 (Thatand) 4900 49.00 Ful -
Sainl-Honoré Chile Avenida Alonso de Cordova 2526,

Comuna de Vitacura, Chie {Chie) 80.00 80.00 Fufl -
Saint-Honoré Shanghai Room 1808, Westgate Tower, 1038 Nanjing Xi Road,

Shanghai 200t (Republic of China} 100.00 90.00  Ful -
SC Honossy 23, rue Boissy-d'Anglas, 75008 Paris 10006 10000 Fd 353178025
SCl Auger Hoche 12-22. rue Auger, 33500 Pantin [France) 70000 10000 FA 335161074
SCI Boissy Beley 23, rue Boissy-d'Anglas, 75008 Paris 10000 10000 FAl 442400420
SCl Boissy Bogny 23, rue Boissy-d'Anglas, 75008 Pasis 100.00 100.00 Ful 442306965
SCl Boissy t_es Miriers 23, rue Boissy-d'Anglas, 75008 Parnis 10000 10000 FA 351649504
SCi Boissy Nontron 23, rue Boissy-d"Anglas, 75008 Paris 10000 100.00 Ful 442307021
SCI Boissy Saint-Honoré 24, rue du Faubourg-Sant-Honoré, 75008 Paris 100.00 9988 Fs# 338553589
SCl Espace Tronchet 18-20, rue Tronchet, 69006 Lyon {France) 100.00 100.00 Ful 404348484
SCI mmauger 23, rue Boissy-d"Anglas, 75008 Paris 100,00 10000  Ful 377672159
SCl Les Capucines 2 les Bracots, 74890 Bons-en-Chablais {France) 60.00 77.53 Fut 408602050
SCl Les Jonquilles Soled 23, rue Boissy-d"Anglas, 75008 Paris 100,00 100.00 Full 414947671
Société d'impression Berjalienne 8, rue de la Soke, 38300 Bourgain-Jalieu {France) 65.93 4889 FWll 311974570
Société d'impression
sur Etotfes du Grand-Lemps 38690 Le Grand-Lemps (France) 99.97 99.97 FMl 573621224
Société Nontronnaise de Confection 13, route de Piegut, 24300 Nontron (France) 51.00 5099 Equity 380041339
Soficurr international 22-24, avenue Hoche, 75008 Paris 49.60 4960 Equiy 398142695
Sport-Scie 27, rue Jules-Guesde, 63310 Prere-Bénite {France}  §5.50 9550 Ful 592028542
Tanneries des Cuirs d’Indochine
et de Madagascar 22-24, avenue Hoche, 75008 Paris 49.60 4960 Equty 582025755
Velours Blafo* 7. rue de Catalogne, 69150 Décines-Chamieu (France} .00 2016 Eguty 352497549

* Companies majority owned by Perrn & Fls, in which the Hermés (roup holds 2 39.52% controling intenest.
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STATUTORY AUDITORS' REPORT ON THE CONSOLIDATED FINANCIAL STATEMENTS

YEAR ENDED 31 DECEMBER 2003

This is a free translation into Englich of the Statutory Auditors’ Reponts issued in the Frendi language and is provided solely for the

convenience of English speaking readers. The Statutory Auditors’ Report includes for the information of the reader, as required under

French I in any andivor’s report, whether qualified or not, explanatory paragraphs separate from and presented belowr the audit

epinion discussing the auditors’ assessments of certain significant accounting and auditing marters. These assessments were considered

Jor the purpose of issuing an audit opittion on the consolidated financial statements taken as a whole and not to provide separate assur-

ance on individual account caption or on informatien taken outside of the consolidated financial statements. Such report should be

read in conjunction and construed in accordance with French Lo and Freuch anditing professional standards.

n accordance with the terms of our appointment by
the General Mceting of the sharcholders, we have
audited the consolidated financial statements of Her-
més International for the year ended 31 December 2003,
The consolidated financial statements have been approved
by the Executive Management. Qur role is to express an
opinion on these financial statements, based on our audic.

1. Opinion on the consolidated

financial statements

We conducted our audit in accordance with professional
standards applicable in France. Those standards require
that we plan and perform the audit to obtain reasonable
assurance zbout whether the consolidated financial state-
ments ase frec of material misstacement. An audit includes
examining, on a test basis, evidence supporting the
amounis and disclosures in the financial statements. An
audit also includes assessing the accounting principles
used and significant estimates made by management, as
well as cvaluating the overall financial statement prescn-
tation. We belicve that our audit provides a reasonable
basis for our opinion.

In our opinion, the consolidared tinancial statements give
a true and fair view of the financial position and the assets
and liabilities of the Group as of 31 December 2003 and the
resules of it operations for the year then ended in accordance

with accounting principles generally accepted in France.

2. Justification of our assessments
Pursuant to the provisions of section L.225-235 of the
Code de Commerce governing the jusification of our

assessments, which apply for the first time chis year, we
draw your attention to the following:

— Note 1.10 of the notes to the Consolidated Financial
Satements descnbes the accounting principles and meth-
ods applying to inventory valuation. As pant of our assess-
ment of the accounting principles followed by your
company, we verified the appropriateness of the account-
ing methods applied by your company and of the infor-
matien provided in the notes;

- Your Group is exposed to currency risk because of the
substantial proportion of sules generated in foreign cur-
rencies and of intra-group purchases denominated in for-
eign currencies. As pant of our asscssiment of the account-
ing principles followed by your company, we verified the
appropriatenes of the accounting methods applied for tor-
cign currency transactions and of the information pro-
vided in the notes on exposure to marker risks.

These assessments were performed as part of our audit
approach for the censolidated financial statements taken
as 2 whole and contributed to the expression of the

unqualified opinion in the first pant of this report.

3. Specific procedures

We have also verified, in accordance with professional
standards applicable in France, the financial information
contained in the Group Management Report. We have no
comment to make as to the fair presentation of this infor-
mation or its consistency with the consolidated financial
statenents.

Neuilly and Paris, 25 March 2004
The Sututory Auditors

Deloitte Touche Tohmatsu - Audit
Frédéric Moulin

Didier Kling & associés
Didier Kling and Brigitte Noél
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income Statement

n thousands of euros

2005 2004 2003
QOperating revenues 52,289 49,591 42,376
Sales of services ZECGh 21,826 19,663
| Royalties PRI 21,287 20,712
| Other income KEH 43 N
Write-backs of provisions Sy 6,435 1.910
Operating expenses 659,348 62,541 53,197
Supplies 1.275 g72 885
Externat services AR 8,392 7.978
Other external services R R Vit 22,473 17,375
Taxes and dulies {other than corporate income lax) 1,857 1,656
Salaries 15,636 16,672
Social security and similar charges U 9,058 5918
Provisions, depreciation and amortisation [EYERY 3,454 2.313
Other expenses LA 699 400
OPERATING PROFIT/(LOSS) (17.059) (12,950) {10,821)
Financial income 254,190 278,983 204,841
Income from investments ES IRIRS 239,130 182,690
Other interest and related income PEATE 4,254 3,805
Write-backs of provisions e 28,346 8,937
Foreign exchange gains - - 2,886
Net income from disposals of marketable securities A8 7.253 6,523
Financial expenses 22,3447 62,447 26,870
Provisions ‘ 60,561 25,321
Foreign exchange losses 484 -
Interest and related expenses ary 1,402 1,549
NET FINANCIAL INCOME 231,743 216,536 177,971
INCOME BEFORE EXCEPTIONAL ITEMS 214,684 203,566 167,150
Exceptional income 14.5% 517 356
Exceptional charges RRCRAIS 146 123
NET EXCEFTIONAL INCOME 8a7 371 233
INCOME BEFORE TAX AND EMPLOYEE PROFIT-SHARING 215,571 203,957 167,383
Employee profit-sharing 1,60 {1,465) {1,373
Corporate income tax 3G 11,074 1,776
NET INCOME 223,153 213,566 167,786
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Balance Sheet as at 31 December

ASSETS
in thousands of euros
2005 2004 2003
Gross Amortisation Net Net Net
Depreciation and provisions

FIXED ASSETS 430,754 147,704 283,050 278,967 267,130
Intangibles 4.B37 4,402 435 6,154 5,609
Licences, patents and trademarks 597 5,452
Purchased goodwill B 3L - -
Other Lk 237 157
Property, plant and equipment 2,983 4,622 2,154 2,050
Land Zair ) 248 248
Buildings a2 s b 15 17
Other AN AR AR 1,891 1,785
Long-term investments 418,306 140,313 277.993 270,659 259,471
Investments in subsidiaries angl affilates CORLOVRS RECH IS PO 200,013 222,197
Oiher securities RO s O 16,259 1,637
Other long-term investments RICTER N AU AT 54,387 35,637
CURRENT ASSETS 735,388 1,008 734,382 693,241 575,431
Operating receivables 29.548 932 28,616 28,170 25,677
Trade receivables EMRARY wi? LTy 17.563 19,345
Other receivables £ 10,607 6,332
Miscellaneous receivables 222,621 - 222,621 197,439 187,839
Marketable securities 473,565 T4 473,451 467,442 355,659
Cash and equivalents 9,854 - 8,654 190 6,256
PREPAYMENTS 571 - 571 12,160 9,355
TOTAL ASSETS $,186.713 148.710 1,018,003 984,363 851,916
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LIABILITIES AND SHAREHOLDERS' EQUITY

Before appropriation
in thousands of euros

2005 2004 2003
SHAREHOLDERS' EQUITY 921.355 873,243 721,129
Share capitat 1AL 56,575 56,511
Share premiumn RO 32,607 30,355
Legal reserve B 5,661 5,638
Retained earrings o8 561,418 457155
Net income for the year DI 213,566 167,786
Restricted provisions AT 3,426 3,684
PROVISIONS FOR CONTINGENCIES AND LOSSES 13.240 16,872 42,645
LIABILITIES 83,408 94,253 88,142
Borrowings 24 054 27,993 36,646
Bank borrowings 2,020 7.57
Other borowings N 25,973 29,075
Operating liabilities 19,895 17,475
Trade payables : BN e 10,313 8,788
Tax and employea-related liabilities DRt 9,582 8,687
Miscellaneous liabilities 34,373 46,365 34,021
Accounts payable relating to fixed assets [ 464 117
Other liabilities SiLiee 45,901 33,904
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 1.018,003 984,368 B51,916
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Statement of Cash Flows

in thousands of ewros

2005 2004 2003
CASH FLOW FROM OPERATIONS* 207,507 242,559 184,386
Trade receivables and other receivables e {9.558) 2,014
Trade payables and other liabilities LR (1.177 1,154
Change in operating working capital 21,211 (10,735) 3,168
FUNDS GENERATED BY OPERATIONS 228,778 231,824 187,554
Acquisitions of intangibles R (773) (71Q)
Acquisitions of property, plant and equipment 12,957 {573) {233)
Acquisitions of participating interests {65,180) (12,547)
Disposals 95 96
FUNDS USED IN INVESTING ACTIVITIES (66,431) (13,394)
Dividends paid (63.510) (61.584)
increase /{Decrease) in shareholders’ equity 2,316 4,328
FUNDS USED IN FINANCING ACTIVITIES {70,226) {61,194) (57,256)
CHANGE IN NET CASH POSITION 55,266 104,199 116,904
Net cash position at 1 January R 515,547 398,643
Net cash position at 31 December TS AR 619,746 515,547
CHANGE IN NET CASH POSITION 55.366 104,199 116,904

In this table. kabdities in conneciion with the empioyee profit-sharing plan have been rectassified into other liabiliies and the subrsicianes’ current
accounts have been reclassified into cash assets o kabdities.

* Caleutation of cash flow from operations .
n thousands of euros

2005 2004 2003
Net income L a4 213,556 167.786
Depreciation and amortisation RRA R4 [55%;] 1,315
Change in provisions TR TER 28,309 15,295
Capital gans/losses) on disposals i 16 {10}
CASH FLOW FROM OPERATIONS 207,507 242,559 184,386
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The financial year covers the 12 months from 1 Janu-
ary through 31 December 2005.

Notes to the Parent Company Financial Statements

Notes 1 through 16 below form an integral part of the

financial statements,

NOTE 1 - ACCOUNTING POLICIES

Generally accepted accounling conventions have been
applied, in line with the principle of prudence and with
the fallowing fundamental assumptions:

« the Company's continuing status as a going concem;
+ consistency of accounting policies from one financial
period to the next;

» lhe accruals and matching principle;

« the historical cost convention;

and in agcordance with the general rules for the prepa-
ration and presentation of financial statements.

The main accounting policies used are as follows:

INTANGIBLES

Search costs incurred in connection with trademarks
created by the Company are expensed, as are trade-
mark renewal cosls.

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is valued at acquisition
cost {purchase price plus incidental expenses, exclud-
ing acquisition costs), except for assets acquired before
31 December 1959, which are shown in the balance
sheet at their value in use on that date.

Depreciation is calculated using the straight line or
declining balance method, on the basis of the following
expecied useful lives;

+ bulldings: straight line method over 20 to 30 years;

« fixtures and fitlings: straight line method over 10 years;
« office furniture and equipment: straight ine or declin-
ing balance method over 4 1o 10 years;

+ computer equipment: declining balance method over
3 years;

+ vehicles: straight line method over 4 years.

LONG-TERM INVESTMENTS

Investments in subsidiaries ang affiliates are shown in
the balance sheet at cost, excluding incidental acquisi-
tion expenses. Where the market value or share of
equity held is lower than the acquisition cost of the
investment, a provision for impairment of value is
booked for the difference.

The value on the books is determined based on crite-
ria such as the value of the share in the net assets or the

earnings prospects of the relevant subsidiary. These
criteria are weighted by the effects of owning these
shares in terms of strategy or synergies, in respect of
other investments in subsidiaries and affiiates.

RECEIVABLES

Recetvables are recorded at face value. A provision for
impairment of value is recorded where therg is a risk of
non-recovery.

PROVISIONS FOR FOREIGN INVESTMENTS
These relate to investments made in new loreign oper-
ations within the past 5 years, and are limited 1o the
amount invesied or the percentage interest in the sub-
sidiary’s operating fosses. They are reversed when the
subsidiary reports profits. Provisions for foreign invest-
ments are included in shareholders' equity.

TREASURY MANAGEMENT

income and expense items expressed in foreign cur-
rencies are converted into euros at the hedged
exchange rate. Payables, receivables, and cash and
equivalents expressed in currencies outside the eurp
zone cuirencies are shown on the balance sheet at the
hedged rate. In this case, differences arising from the
reconversion of fiabilities and receivables at the year-
end exchange rate are recorded in the balance sheet
under unrealised foreign axchange gains or losses. A
provision for contingencies is established for unrealised
foreign exchange losses. Premiums on foreign currency
options are recorded as an expense on the maturity
dale.

Interest rate instruments are used in connection with
the management of the Company's treasury invest-
ments. Gains and losses on interest rate differentials
and premiums are recognised on an accrual basis.

CORPORATE INCOME TAX

The Company has opted for a group tax election, which
took effect from 1 January 1988, Under the terms of an
agreement between the parent company and the sub-
sidiaries included in the group tax election, projected
and actual tax savings and losses generated by the
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Notes to the Parent Company Financial Statements

group are recognised in the income statement in the
year in which they arise. The tax charge bome by the
subsidiaries is the charge they would have incurred if
there had been no group tax election.

Tha main companies included in the group tax election
are Mermés Intemational, Avril-Morio & Patte, Castille
Investissements, Compagnie des Arts de {a Table,
Compagnie des Cristalleries de Saint-Louis, Compa-
gnie Hermés de Participations, Comploir Nouveau de
la Parfumerie, Elablissements Marcel Gandit, Ganterie
de Saint-Junien, Gordon-Choisy, Heraklion, Hermeés
Selier, Holding Textle Hermés, Immauger, John Lobb,
La Manufacture de Seloncourt, La Maroquinerie Non-
tronnaise, Maroquinerie de Belley, Maroquinerie des
Ardennes, Maroquinere de Sayat, Motsch George V,
Nehel, SC Honossy, SCI Auger-Hoche, SCI Boissy Les
Mdriers, SCI Boissy Nontron, Société d'lmpression sur
Etoftes du Grand-Lemps and Sport-Soie.

CHANGE IN ACCOUNTING METHOD

CRC Regulation No. 2004-06

This new regulation pertaining to assets has been applic-
able since 1 Jaruary 2005. Until 31 Decemnber 2004, fi-
ing and search costs incurred in connection with trade-
marks created by the Company were capitalised.
In 2005, foliowing application of the new regulation,
Hermés international recognised these costs as an
expense.

As of 1 January 2005, the retrospectve application
of this new regulation resulted in a reduction of
5,917,000 euros in the Company's shareholders” ecraty.

PENSION AND OTHER EMPLOYEE BENEFITS

For the basic pension and other defined-contribution
plans, Hermes international recognises contributions to
be paid as expensaes when they are due and does not
book any charges to provisions in this respect, as the
Company has no obligations other than the contribu-
tions paid.

For defined-benefit plans, Hermés International’s oblig-
ations are calculated each year by an independent
acCtuary using the projected credit unit method. This
calculation is based on actuarial assumptions and takes
into account the employee’s probable future length of
service, future salary, life expectancy and statf tumover.
The present value of the obligation is calculated by
applying an appropriate discount rate. It is recognised
on a basis pro-rated to employee years of service.

The actuanal assumptions are reviewed each year.

For 2005, the following actuarial assumptions were used:

- refirement age: 65
- increase in salaries: 3%
- discount rate; 4%

- expected rate of retum on assels: 4.5%
Benefits are partly funded in advance by external funds
(insurance companies).

The assets held in this way are measured at fair value.
The expense recognised in the income statement is the
sum of:

~ the cost of services rendered, which constitutes the
increase in obligations arising from the acquisition of
one additiona! year of rights; and

- the interest cost, which refiects the increase in the
present value of the obligations during the period.
Accrued actuarial gains and losses exceeding 10% of
the obligation amount, gross of dedicated investrments,
or 10% of the market value of these investments at year
end, will be amortised over the average residual dura-
tion of employment of the retevant employee (“corridor”
method}.

At 31 December 2005, the value of lump-sum retire-
ment benegfit obligations was 1,290,000 euros. The
value of the pension fund was 884,000 euros. After
applying the “corridor® method, actuarial losses
unrecognised by Hermés Intermnational at 31 December
2005 amounted to 349,000 eures.

As at 31 December 2005, 62,000 euros for long-
senice awards had aiso been recognised.
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NOTE 2 - FIXED ASSETS

in thousands of euros

Gross value

Gross value

as at 1/1/2005 Increases Decreases  as at 31/12/2005
Intangibles 10,375 699 6,237 L2y
Property plant and equipment 4732 2.984 105 T
Long-term investrments 423,358 120,807 125,859 [ A
TOTAL 438,465 124,450 132,201 430,754

1 - Intangibles

Most of the increases during the year were due 10 new
software.

The reductions were due 1o the subiraction of regis-
tered trademarks from assets in accordance with the
new accounting rules.

2 - Property, plant and equipment
Most of the increases during the year were due o
waork or impravements carried out on new premises
and computer equipment purchases.

3 - Long-term investments

The main changes were the following:

3-1 The increase of 120,807,000 euros is broken
down mainly into:

- 45,431,000 euros in subscriptions {o capital increases
for our subsidiaries;

— 72,495,000 euros for purchases of Hermés Interma-
tional shares;

- 2,881,000 euros for sundry loans.

3-2 The decrease of 125,859,000 euros is broken
Hown mainly inlo:

- 98,714,000 euros from the cancellation of shares
held in treasury;

- 17,779,000 euros resulting from mergers of Group
companies;

- 3,149,000 euros tor reimbursement of sundry loans.

The main investments made during the year were as
follows:

. Investment % held
{in thousands of euros) after investment
Hermés Gréce 1,700 100.00%
La Manufacture de Seloncourt 1,946 100.00%
Leica Camera AG 8,424 36.18%
Maroquinerie de Befley 1,125 100.00%
Maroquinerie des Ardennes 10,487 100.00%
Maroquinerie de Sayat 4,964 100.00%
Saint-Honaré Chile 1,920 99.80%
SCI Boissy Bogny 9,249 100.00%
SCI Boissy Saint-Honare 4,844 100.00%
SCI Les Jonquilles Soleil 821 100.00%

4 - Treasury stock

included in Hermés International's long-term invest-
menis are 85,533 of the Company's own shares,
valued at 13,634,000 euros. As at 31 December

2005, these shares had a potentia! value of
17,589,000 euros based on the average stock
market price during the last month of the year
(205,64 euros),
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Notes to the Parent Company Financial Statements

NOTE 3 - DEPRECIATION AND AMORTISATION

n thousands of euros
As at As at
1/1/2005 Increases Decreases 31/12/2005
Intangitles 3,164 502 321 RCEY
Property, plant and equipment 2.578 506 95 Rt
NOTE 4 - PROVISIONS
in thousands of exros
As at Increases Decreases As at
01/01/2005 Provisions Provisions 31/12/2005
used unused
Restricted provisions 3,426 37 . 218 - 3,245
Foreign investments 3,305 - 172 - Ly
Accelerated depreciation 121 37 46 -
Provisions for contingencies
and losses 16,872 3,040 6,522 150 13.240
Provisions for contingencies 3.209 481 2,330 150 ST
Provisions for losses 13,663 2,559 4,192 - 1205
Provisions for impairment 154,721 10,938 23,283 - 142,376
Provisions for impairment of intangibles 1,057 - - - LAY
Provisions lor impairment
of long-term investments 152,699 10.864 23,250 - O
Provisions for impaiment
of rade receivables 965 74 as - TINR
TOTAL 175,019 14,015 30,023 150 158,861

Provisions for contingencies

Amounts charged to and released from these prowvi-
sions relate 1o provisions for currency losses and to
provisions for risks arising on the Company's sub-
sidiaries, in particular provisions booked in prior years,
in accordance with accounting methods and niles, to
cover the Company's share of negative net equity.

Provisions for fosses
These are intended mainly 10 cover costs associated
with lump-sum retirernent benefits and with the top-up

pension scheme for the Company's executives and
senior managers. These sums are periodically paid over
10 pension funds.

Provisions for impairment of long-term invest-
ments

These relate mainly to Castille Investissement, Comp-
toir Nouveau de ta Parfumerie, Holding Textile Hermes,
John Lobb, Leica Camera AG and La Manufacture de
Seloncourt.
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NOTE 5 - MATURITIES OF RECEIVABLES AND LIABILITIES

n thousands of eures

Gross Within Between
value 1year 1 and 5 years
Receivables
Other long-term mnvestments JOVa 23.654 60
Operating receivables 29,548 -
Miscellaneous receivables 222,621 -
TOTAL 275,823 60
Liabilities
Borrowings 5314 18,740
Operating liabilities SO 24,981 -
Miscellaneous hiabilities 34,373 -
TOTAL 83,403 64,668 18,740

Other iong-term investments include the value of Her-
més International treasury shares for 13,634,000 euros.
Miscellaneous receivables and liabifities mainly com-
prise financial current accounts with subsidianes.

Borrowings mainly comprise funds held in trust for
employees under the statutory profit-sharing scheme.

NOTE 6 - MARKETABLE SECURITIES

This line includes:

- Hermés International treasury stock acquired under
employee stock option plans, in the amount of
5.313.000 euros for 42,000 shares. An impairment
charge of 74,000 euros was recognised, reducing the
net value to 5,239,000 euros;

-~ Harmés international treasury stock acquired under

the terms of a liquidity contract, in the amount of
1,034,000 euros for 5,000 shares;

- mutual funds, recorded at their market value of
440,218,000 euros as at 31 December 2005;

- Negotiable debt securities of 27,000,000 euros,
including 15,000,000 euros maturing in more than one
year.
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NOTE 7- ITEMS RELATED TO AFFILIATED COMPANIES

in thousands of euros

Net value Of which:
atfiliated companies

Balance sheet

Long-term investments 277,993 237,987
Operating receivables 28,616 25,327
Miscellaneous receivables 222,621 222,504
Trade payables 7,620 1,429
Tax and emptloyee-related liabilities 17,361 -
Accounts payable relating to fixed assets 1,849 a1
Other liabilities 32.524 32,408
lncame statement

Income from investments 216,414 216,414
Qther inlerest and related income 4,412 2,562

NOTE 8 - PREPAYMENTS

n thousands ol pures

Actit
Professional fees 381
Rents 118
Other items 71

TOTAL 5N

NOTE 9 - OPERATING REVENUES

in thousands of euros

2005 2004 2003
Sales of senvices FONLE 21,826 19,663
Royalties Ot RETE 21,287 20,712
TOTAL 47,191 43,113 40,375
Sales of services are amounts billed back to sub- Royalties are calculated based on the revenue of the
sidharies for advertising and public relations services, production subsidiaries.
rent, staff provided on secondment, insurance and pro-
fessional fees.
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NOTE 10 - EXCEPTIONAL ITEMS

n thousands of euros

Charges Income
Provisions for loreign nwvestment - 172
Disposals of property, plant and equipment and long-term investments 18,027 18,733
Provisions for accelerated depreciation 37 46
TOTAL 18,064 18,951

NOTE 11 - SHARE CAPITAL

On 1 January 2005, the share capital amounted to
56,575,073.16 euros, made up of 36,977,172 shares
with a par value of 1.53 euros each.

The share capital was increased by 51,525 shares with
a par value of 1.53 euras each, or a total of 78,833.25
euros, by employees subscribing lor shares under the
stock option plan. A breakdown of these transactions
is provided on page 220.

Under Hermés International’s share buyback pro-
gramme, during the year, decisions were made to
reduce the share capital by cancelling 694,843 shares

with a par value of 1.53 euros, or a total of
1,063,109.79 euros.

The share capital as at 31 December 2005 therefore
amounted to 55,590,796.62 eyros, consisting of
36,333,854 shares with a par value of 1.53 euros each.
Share prermium, which amounted to 31,893,846.09 ewros
as at 1 January 2005, increased by 3,724,773.10 ewros.
As at 31 December 2005, share premium amounted to
35,618,619.19 ewros.

The changes in share capital were as follows:
in thousands of ewros

Share Share Reserves Net Restricted Total
capital premium and retained income pravisions
earnings  for the year

Balance at 31 December 2004
before appropriation
of net income 56,575 32,607 567,069 213,566 3,426 873,243
Appropriation of 2004 net income - - 139,534 {139,534) - -
Dividend paid for 2004 - - - (74,032) - (74,032)
Subscription 10 capital increase 79 3,725 - - - 3,804
Net income for 2005 - - - 223,153 - 223,153
Cancefation of shares {1,063) - 97,652) - - {98,715)
Other changes over the period - - {5.917) - {181} {6,098)
Balance at 31 December 2005
before appropriation
of net income 55,591 36,332 603,034 223,153 3,245 921,355
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NOTE 12 - CORPORATE INCOME TAX

in thousands of eurcs

Net income Net
before tax Tax* income
Tax Tax arising Tax

(parent company from group (payable)/

only} tax election receivable
Before exceptional items 214,684 4,770 3,844 8614 223,298
Exceptional items 887 {232) 333 m 688
Employee profit-sharing {1.651) 518 - 518 {1,133)
TOTAL 213,920 5,056 4177 9,233 223,153

* The corporate income tax charge lakes into account the addtionat tax contrbutions of 1.5% and 3.30% payable in France,

The corporate income tax for Hermés International
includes applicable exemptions under the terms of the
parent-daughter regime for income from profit-shar-
ing. The tax credit takes into account the effect of the

group tax election arising from tax losses for cenain
subsidiaries and from ofiseiting the share of fees and

expenses on ingome from profit-sharing.

NOTE 13 - EXPOSURE TO MARKET RISKS AND FINANCIAL COMMITMENTS

a - Foreign exchange risks
The Group is exposed to foreign exchange risks on
sales recorded in foreign currencies. These risks are

cash flows, using forward currency sales or oplions that
are eligible for hedge accounting. The Company’s cur-
rency positions as at 31 December 2005 are shown

generally hedged in full, based on highly probable future below:
in thousands of ewrcs

Currency Payables and 2006  Net position Off-bat Net position Cover ratio 1%

receivables projected  before cover sheet atter cover sensitivity

as at 1/12/2005 pasition

AUD 14 [vd) 12 5 17 -42% -
CAD {17} (58} {75) 65 {+0) 7% -
CHF 1121 2918 4,039 {3.947) 92 8% tn
CZK 6 3 9 (1} 8 1% -
GBP 1,234 {32) 1,202 {1,519} {317} 126%
D 5B 352 a10 @13} B} 101% -
JPY 73,895 549 74,444 (74,194} 250 100% 12
MXN 5 3 8 - 8 - -
SGD 165 90 255 79 176 31% {2)
THB 3t 9 40 (12 28 0% -
usp 502 1436} 533 a26 492 -645% 5)
Totat 77,014 3,396 80,410 (79,668} 741 9% ;]
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A breakdown of currency contracts is provided below.

in thousands of ewros

Contract Nominal Nominal Market value of contract?
type amount of amcunt of Cash flow Fair value Unallocated Total
off-balance off-balance hedge hedge
sheet position  sheet position
igross)’ {ney?
Options purchased
HKD put 18,803 18,803 238 - - 238
JPY put 95,711 96,711 2,970 8 - 2.978
JPY call 6,479 - - - 53 53
SGO puat 60,628 55,533 283 1a1) 39 281
USD put 65,822 65,822 788 25 - 762
USD cal (2.289) - - - 48 IT:]
233,196 236,860 4279 {50) 140 4,360
Forward currency contracts*
HKD {18,451) (18,451} 805 - - BOS
JPY 195.921) 195,921) (930) - - {930)
SGD {55,428) {55,428) 2,493 B899 - 3,392
usp (66,247) {66,347) 2,000 564 - 2,564
Other 3,844 2,845 30 - ) 27
{232,303) {233,302) 4,338 1,463 (3 5,858
Treasury swaps* o
HKD 60 60 - ") - {1)
JY 73,404 73,404 - (316) - (316}
SGO {26) (26) - - - 0
UsD ) 99 - 2) - 2]
Cther 2,565 2.565 - 11) = {1)
76,102 786,102 - (320) - {320)
Options soid
USD cal 7.821 - - - 1429) 1429)
7,841 - - - [429) {429}
Total 84,836 19,669 8,677 1,084 (292) 9,469
1. Nomenal amount of all oft-balanca sheet instruments.
2. Norminal amount of dervatives alocated 10 hadge foraign exchanga risks.
3. Gain/[Loss).
4. Sod/Purchased).
As these hedging contracts are negotiated over the
counter exclusively with leading banks, the Group is
not exposed to any counterparty risk.
b - Other commitments given
in thousands of euros
Gross commitments Residual Commitments
given commitments given received
Bank guarantees given” 94,400 45,680 1,912
Repurchase of securities - 12,761

Unrecognised actuarial losses on pension benefits

* Material guarantees given by the Group attract fees at
a rate in line with charges ordinarily applied by banks.
The residual commitment on guarantees corres-
ponds 1o the gross amount less repayments made to
date against the underlying loans.

The amount of the subsidiaries’ tax losses that Hermés
tnternational is lable for refunding to its subsidiaries
stood at 31,859,000 euros as at 31 December 2005.
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NOTE 14 - INCREASES OR DECREASES IN FUTURE TAX LIABILITY

n thousands of ewos

As at 1 January Change As at 31 December
Asset Liability Asset Liability Asset Liahility

Actual or potential differences

Restricted provisions - 1,196 122 - - 1,074
QOther temporarily non-deductible

charges 7,488 - 1,483 3,352 5619 -
Long-term capital losses 75 - - 29 46 -
Total 7,563 1,196 1,605 3,381 5,665 1,074

The figures take into account the social contribution of
3.30%, which is added to the corporate income {ax at
the nomal rale and at the reduced rate.

NOTE 15 - EMPLOYEES

The Company had 197 employees as at 31 December fixed-term contracts for a term of more than six
2005, made up of 166 executive/managerial staff and maonths.
31 support staff, including employees covered by

Amounts due in respect of statulory retirement benefit company since 2000, Payments made by the Company
commitments have been paid over 10 an insurance for 2005 amounted to 192,000 eurcs.

|
NOTE 16 - STATUTORY RETIREMENT BENEFIT COMMITMENTS
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List of Equity Investments as at 31 December 2005

INVESTMENTS IN SUBSIDIARIES AND AFFILIATES AND OTHER LONG-TERM INVESTMENTS
in thousarxis ol euros

Mumber of shares Net value
Carrying value of more than 100,000 euros
Awvril-Morio & Patte 96,929 410
Castille Investissements 9,130,544 4,957
Cormpagrie Hermes de Particpations 4,200,000 33,623
Comptoir Mouveau de la Parfumerie 753,492 17,037
ERM Warenhandels Gmbt 1 1,263
Financére Saint-Honoré 3.000 1,694
Ganlerie de Saind-Junien 14,000 457
G.C. Real Estate 58,500 942
Gaordon-Choisy 95,675 1,663
Héraklion 280,500 1,129
Herlee 43,500,000 3,110
Hermés Asgentina : 37,747 1,062
Hermés Australia 2,000,000 1,802
Hermés Benelux 57,974 3,164
Hermés Canada 1.000 1.501
Hermis de Paris (Mexico) 5.850.621 1,134
Hermés GmbH 1 7218
Hermés Greater China 314,999,999 43,305
Hermés Grace 566,666 1,671
Hermés Holdng GB 7,359,655 10,535 .
Hemés Holdings US 114,180 10,903
Hermés Iberica 36,524 2,952
Hermés Intermnational Portugal 798,200 108
Hermés itahe 412,200 13,196
Hermés Japon 4,400 3,727
Hermés Monte-Carlo 13,158 N
Hermés Prague 38,000 763
Hemmés Sellier 310,278 4,788
Hermés South East Asia 1,000,000 2.201
Holding Textile Hermés 767,756 5.969
Immauger 1,375 2,096
Leica Camera AG 5,427 678 7,407
Leica Camera AG [convertble bonds}) 144 477 14,447
La Manufacture de Seloncourt 2,398,536 3,778
La Maroquinerie Nontronnaise 5,000 167
Maroquinerie de Belley 147,172 2.086
Maroquinernie des Ardennes 284,063 10,527
Marogquinerie de Sayat 45,649 5,118
Saint-Honoré Chile 4,200,000 1,376
SC Honossy 210,099 3.203
SCI Auger-Hoche : 4,569,400 6,966
SCI Boissy Les Miriers 8,609 1,326
SCI Boissy Nontron 99,999 1,000
SCi Les Capucnes 24,000 366
Soficutr Intemational 115,141 2,746
Carrying value of less than 100,000 suros 580
TOTAL 255,714

MARKETABLE SECURITIES .
n thousands of euros

Negotiable debt secunties 33,347
Mutual funds 440,218
Total gross value 473,565
ImpasTnent {74)
Total net vatue i 473,491
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List of Subsidiaries and Affiliates

COMPANIES OR GROUPS OF COMPANIES

A - Detaled information on nvestments n subsichanes and affikates with a gross camying value exceeding 1% of the share capital of Hermés Intermational)

1. SUBSIDIARIES {AT LEAST 50% OF THE SHARE CAPITAL HELD BY THE COMPANY)

Awrl-Mono & Patte 12-14, rug Auger, 93500 Panin {France}

Castde Investissements 24, rue du Faubowg-Saint-Honoré, 75008 Paris

Compagnie Hermés de Participations 23, rue Boissy-d'Anglas, 75008 Paris

Comploa Nouveau de la Parfumene 23, rue Boissy-d'Anglas, 750G8 Paris

ERM Warenhandels GrbH Seilergasse 16, 1010 Vierna (Austria)

Fnancere Sani-Honore 9, avenue Eugéne-Pittard, 1211 Geneva 25 {Switzerlant)

G.C. Red Estate 25, rue Boissy-o'Anglas, 75008 Paris

Gordon-Choisy 17, bouevard Jules-Ferry, 75011 Paris

Hérakbon 23, rue Boissy-d'Anglas, 75008 Paris

Herlea 25/F Chinachem Leighlon Plaza, 29 Leighton Ad, Causeway Bay, Hong Kong
Hemmés Argenlina Avenida Alvear 1981, 1120 Buenos Aires (Argentina}

Hermés Ausiralia Level 11, Skygarden, 7 Casllersagh Sireet, Syoney NSW 2000 {Austraka)
Hoimiés Benedux 50 boulevard de Waterloo, 1000 Brussels {Belgium)

Hermés Canada 73 Wellington Street West, Suite 3000, Toronio Ontario MK 1N2 (Canada)
Hermées de Paris Mexico) Avenida Presidente Mazaryk 422, local - A=, Col Polanco, 11560 Mexico D.F, {Mexico)
Hermes GmbH Marstafisteasse 8, 80539 Munich {Germary)

Hermés Gueater China 25/F Chinachem Leighlon Plaza, 29 Leighton Road Causeway Bay (Hong Kong)
Hermes Gréce Rue Stadiou 4 & Rue Voukourestiou 1, 135 64 Athens (Greece}

Hermés Holng GB 1 Bruton Street, London W1 6TL Unied Kingdom) -
Hermes Holdings US 1105 North Market Street, Suite 1300, Wibmangion, Delaware 19801 {USA)
Hermis Iberica Jose Ortega y Gasset 12, 28006 Madnd (Span)

Hermas Intermational Portugal Largo do Chiado 9, 1200-108 Lisbon Portugal)

Hermés habe Via Serbellors 1, 20122 Mian {ialy)

Hermés Japon 4-3, Ginza 5-Chome Chuo-Ku, Tokyo 104-0061 {Japan)

Hormes Prague Parizska, 12/120, 11000 Prague {Czech Republic)

Hermes Sellier 24, rue du Faubourg-Saint-Honoré, 75008 Pads

Harmés South East Asia One Marina Boulevard, #28-00, Singapors 018989 {Singapore)

Holding Textie Hermés 16, chemin des Miriers, 69310 Pierre-Bérita (France)

Immauger 23, rue Boissy-d Anglas, 75008 Paris

John Lobb 23, rue Bowssy-d'Anglas, 75008 Paris

La Manutacturs de Seloncourt 18, rue de la Cole, 25230 Seloncourt {France)

Marocqunere de Baley 23, rue Boissy-d"Anglas. 75008 Paris

Marogquinene des Ardennes 23, rue Boissy-d"Anglas, 75008 Paris

Maroquinerie de Sayat 12-16, rue Auger, 93500 Pantin (France}

Saint-Honoré Chile Avenida Alonso da Cordava 2526, Comuna de Vitacwra, Santiago de Chile (Chile)
5C Honossy 23, rue Bosssy-d'Anglas, 75008 Pars

SCI Auger-Hoche 12-22, rue Auger, 93500 Pantin (France}

SCI Bossy Les Miriars 23, rve Boissy-0"Anglas, 75008 Paris

SCI Baissy Nontron 23, rue Boissy-d"Anglas, 75008 Paris

Z AFFILIATES (10% TO 50% OF THE SHARE CAPITAL HELD BY THE COMPANY)

Leica Camera AG* Oskar-Bamack Strasse 11, [-35606 Sokms {Germany)

Soficuir International 22-24, avenys Hoche, 75008 Paris

B - Aggregate information on other subsidiaries and affilates
1. SUBSIDIARIES fnot inctuded in A)

= France {aggregate)

— Qther couniries laggregate)

2. AFFILIATES {not included in A)

~ France {aggregate)

- (ther countries {aggregate)

TOTAL

* Maslt recent published linancial intformalion: 12 months from 1 April 2004 10 31 March 2005.
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Share Shareholders’ Percentage Gross Nel carrying  Outstanding Guarantees Sales Net ncome/ Dwidends
capital equly of x‘g cag?lng vake vakie loans/advances  givenby for the foss) recened

shares of shares granted by parent yoor for the during

held held parent com cal ear e

o0y foool % €0 oo leoo | e oo ooy ooy
EUR 679 EUR 410 100.00% 2,597 410 - - 2,165 {157) -
EUR 910 EUR 4,997 99.99% 69,303 4997 - - - 3,707 -
EUR 42,000 EUR 13,623 100.00% 42,013 33,623 - - - {783) -
EUR qar2 EUR 17,094 99.67% 27,048 17,037 - - 64,052 4,536 -
EUR 35 EUR 132 100.00% 1,263 1,263 - - 220 29 -
CHF 3,000 CHF 14,724 100.00% 1,694 1,694 - - - 35,101 35,705
EUR 877 EUR 1,200 100.00% 942 942 - - - a38 -
EUR 1,50 EUR 5918 100.00% 1,663 §,663 - - 15,570 1,105 -
EUR 1,262 EUR 1,129 100.00% 4276 1,129 - - - 5 -
HKD  ©5,000 HKD 42,610 66.92% 4511 3m - - 9,313 173 -
ARS 3,974 ARS 4,006 94,99% 3,780 1062 - - 1,839 134 -
AUD 2.000 AJD 7.750 100.00% 1,802 1,802 - - 8,370 349 -
EUR 2,665 EUR 1,107 99.99% 3,164 3,164 - - 11,601 522 -
CAD 2.000 CAD 5,627 100.00% 1,501 1.501 - - 8,65t a1 -
MM 11472 MXN 40,887 51.00% 1,134 1,134 - - 4,330 539 -
EUR 7,200 EUR 14,259 100.00% 7,218 7.8 1,000 - 38,483 1.065 -
HKD 315,000 HKD 401,278 99.99% 43,487 43,305 - - 39,435 9.627 13,255
EUR 1,700 EUR (3L 99.99% 1,700 1,671 - - 1.082 29) -
GBP 7.360 GBP 7,656 100.00% 10,535 10,535 - 1,988 - &0 -
uUshb 11418 UsD 86,098 100.00% 10,903 10,903 - 2,970 166,162 12,435 -
EUR 2.228 £UR 5.803 99.99% 2,952 2,952 -~ - 17,100 us6 -
EUR 1.000 EUR 509 99.90% 9499 108 400 - 1,865 kY -
EUR 7.786 EUR 19.416 90.00% 13,196 13,156 - - 54,640 3.616 -
JPY 220,000 JPY 17,103,756 100.00% 13,727 13,727 - 86,393 395,876 56,651 56,103
CIX 8,018 CZK 22,241 100,00% 1,090 763 - - 1,496 15) -
EUR 4976 EFUR 148,437 99.77% 4,788 4788 - - 641,314 113,683 107,046
SGD 1,000 56D 92,686 100.00% 2,20t 2,200 - - 1mo1z 24,409 5059
EUR 5,758 EUR 5,069 100.00% 12,652 5,969 - - 7,429 1,506 -
EUR 2,269 EUR 2,414 52.34% 2,096 2,09 - - - &4 -
EUR 1,200 EUR [th] 93.99% 6,196 - - - 3,585 {347 -
EUR 2399 EUR 3778 100.00% 11,143 3,778 - - 5,948 a7 -
EUR 1,766 EUR 2,086 100.00% 4,165 2,086 - - 3,731 162 -
EUR 4,545 EUR 10,733 100.00% 10,527 10,527 - - 4,561 {149) -
EUR 730 EUR 6,187 100.00% 5118 518 - - 3,712 (494) -
CLIP 2,660,581 CLP 859,919 99.80% 4,234 1,376 - - 827 255 -
EUR 3151 EUR 3,493 99.99% 3,203 3.203 - - - 97 -
EUR 6945 EUR 8,321 99.99% 6,966 6.966 - - - 682 -
EUR 1,322 EUR 1.682 99.99% 1,326 1,326 - - - 120 -
EUR 1,000 EUR 1,003 99.99% 1,000 1.000 - - = @ -
EUR 11,504 EUR 2,483 36.18% 40,589 21,855 - - 93,716 {19,768) -
EUR 3,539 EUR 26,858 49.60% 2,746 2,745 - - - 3,645 230
1,883 1,686 - - - - -
127 2 - - - - -
92 at a0 - - - 16
968 - 1,644 - - - -
354,592 255714 9,124 91,351 - - 216,414
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Statutory Auditors’ Report on the Report Prepared by the Executive Management
of Hermés International on the Internal Control Procedures Relating
to the Preparation and Processing of Financial and Accounting Information

This is a free iranslation into English of the Statutory Anditors™ Report issited in Frenck and is provided solely for the comvenicnce
of English speaking users. This report shonld be read in conjunction with, and construed in accordance with, French law and professional

auditing standards applicable in France.

n our capacity as Satutory Auditors of Henmnés Inter-
I natienal and ar the Company’s request, we present
below our report on the report prepared by your
Company's Exccutive Management in accordance with
the provisions of Article L 621-18-3 of the Code Moné-

taire et Financier for the vear ended 31 December 2005,

In its report, the Executive Management discusses the

internal control procedures applied within the Company.

It is our responsibility to report o vou our observations
on the information set oud in the Executive Manage-
ment's Report concerning the intemal control proce-
dures relating to the preparation and processing of

financial and accounting information.

We perfonmed our procedures in accordance with pro-
fessional guidelines applicable in France. These require

that we perfonm certain procedures in order to ascenzin

the accuracy of information provided in the Executive
Management’s Report on internal control procedures
relating 1o the preparation and processing of financial
and accounting information. These procedures entail:
- obtaining an understanding of the objectives and gen-
eral organisation of internal control, as well as the inter-
nal control procedures telating to the prepararion and
processing of financial and accounting information as sct
out in the Executive Management’s Report; and

- obtaining an understanding of the underdying work per-
formied 1o suppon the infonnation provided in the repont.

QOn the basis of our procedures, we have no comment to
make on the information given in the respect of the
Company’s internal control procedures relating to the
preparation and processing of accounting and financial
infonnation contained in the Executive Management’s
Report prepared in accordance with the provisions of
Article L 621-18-3 of the Code Monéuire et Financier.

Signed in Paris and Neuilly. 23 March 2006
The Statutory Auditors

Didier Kling & Associés
Didier Kling and Christophe Bonie

Deloitte & Associes
David Dupont-Nocl
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Statutory Auditors’ Report on the Consolidated Financial Statements

This is a free transiation into English of the Statutory Auditers” Repont isssied in French and is provided solely for the convenience of

English speaking users, The Statutory Auditors' Report includes iformation specifically required by French law in cuch reports, whether

madified or mor. This infonnation is presented below the opinion on the consolidated finandial statements and indudes an explana-

tory paragraph discussing the auditors” assessments of certain significant accounting and auditing matters. These assessments were consid-

ered for the purpose of issuing an audit apinion on the consolidated financial statements taken a5 a whole and not to provide separate

assurance on individieal acount captions or on information taken outside of the consolidated financial statements. This report should

be read in conjunction with, and construed in accordance with, French law and professional auditing standords applicable in France.

n accordance with the terms of our appointment by

the General Mecting of the sharcholders, we have

audited the accompanying consolidated financial
statements of Hermés Internatenal for the year ended
31 December 2005,
The consolidated financial statements have been approved
by the Exccutive Management. Qur role is 1o express an
opinion on these financial statements, based on our audir.
The consolidated financial statements have been pre-
pared, for the first time, in accordance with International
Financial Reporting Standards (IFRS) as adopted by the
European Union. They include comparative intorma-
tion restated in accordance with the same stndards in
respect of fiscal year 2004, except for IAS 32 and 1AS 39
which, in accordance with the option provided by IFRS 1,
have been applied as from 1 January 2005.

1. Opinion on the consolidated financial statements
We conducted our audit in accordance with professional
standards applicable in France. Those srandards require
that we plan and perform the audit to obtain reasonable
assurance sbout whether the consolidated financial state-
ments are free of matenial misstatement. An audit includes
examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statemencs. An
audit alse includes assessing the accounting principles
used and significant estimates made by management, as
well as evaluating the overall financial statement presen-
tation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements,
which have been prepared in accordance with IFRS as
adopted by the European Union present fairly, in all mate-
rial respects, the financial position of the Group as of
31 December 2005 and <he resutes of dre Group’s opera-
tions included in the consolidation for the year then ended.

2. Justiication of our assessments

In accordance with the provisions of Anticle L 823-9 of
the Code de Commerce pertaining to the justification of
our assessments, we draw your attention to the follow-
ing matters:

- At each balance sheet date, the Company tests good-
will and assets with an indefinite life for impairment 2nd
assesses whether there is any indication of an inpaiment
loss for non-cusrent assets, in accordance with the pro-
cedures described in Note 1,10 of the Notes to the
Consolidated Financial Statemients. We reviewed the
impairment testing metheds applicd. together with cash
flow projections and the assumptiom used, and assessed
whether these estimates were reasonable.

- Note 1.18 of the Notes to the Consulidated Financial
Statemnents describes the methods used 1o measure post-
retirement and other employee benefit obligations. These
aobligations were measured by independent actuaries. Qur
work included reviewing the data and ssumptions used
and ascertaining that the informaton provided in Note 16
of the Notes to the Consolidated Financial Statcinents is

appropnate.

These assessments were part of the procedures we per-
formed as part of our audit of the overall consolidated
financial statements and therefore contribuced to the for-
mulation of the unqualified opinion that we expressed in
the tirst part of this report.

3. Specific procedures and disclosures

We have also verihied the financial information contained
in the Group Management Report, in 2ccordance with
professional standards applicable in France. We have no
comment 1o make as to the fair presentation of this infor-
mation or its consistency with the consolidated financial
statements.

Signed in Pards and Neuilly, 23 March 2006
The Saatutory Auditors

Didier Kbng & Associés
Didier Kling and Christophe Bonte

Deloitte & Assocics
David Dupent-Nocl
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Statutory Auditors’ Report on the Parent Company Financial Statements

This is a free translation into English of the Statutory Auditars’ Report issued in French and is provided solely for the convenience of

English speaking users, The Statutory Auditors’ Report includes information specifically required by French law in such reports, whether

modified or not. This information is presented below the opinion on the financial statements and inclides an explanatory paragraph

discussing the auditors® assessments of certain significant acrounting and auditing matters. These assessments were considered for the

purpose of issuing an audit opinion on the financial statements taken as a whole and not o provide separate assurance on individual

accouns captions er on information taken outside of the financial statemengs. This report should be read in conjunction with, and construed

in aicordance witl, French law and professional auditing standards applicable in France.

n accordance with the tenns of our appointment as
Statutory Auditors by the General Meeting of the
sharcholders, we hereby present our report for the
year ended 31 December 2005 on:
— the audit of the accompanying financial statements of
Hemies Enternational;
-~ the justification of our assessments;
— the specific procedures and disclosures required by law.

These financial statements have been prepared under the
responsibiliry of the Company's Executive Management.
Qur role is 1o ¢xpress an opinion on these financial state-

ments based on our audit.

1. Opinion on the parent company financial statements
We conducted our audit in accurdance with professional
standards applicable in France. Those standards require
that we plan and pertorm the audit to obtain reasonable
assurance about whether the financial stztements are free
of matenal mistatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclo-
sures in the financial statements. An audic also includes
assessing the accounting principles used and significant
estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that
aur audit provides a reasonable basis for cur opinion.

In our opinion, the financial statements give a true and
fair view of the financizl position and the assets and lia-
bilities of the Company as of 31 December 2003 and the
results of its operations for the year then ended, in accor-
dance with accounting rubes and principles generally
apphcable in France.

2, Justification of our assessments

In accordunce with the provisions of Article L 823-9 of
the Code de Comminerce pertsining to the justification of
our assessments, we draw your attention to the follow-
ing matter:

— Note 1 of the Notes to the Financial Statements descnibes
the accounting methods and principles applied to deter-
mine the value of long-term invesmmens. We have ven-
ficd the soundness of these accounting methods and, as
needed, the consistency of the values in use of participat-
ing interests wich the values used in prepaning the consol-
idated financial statemienss and with the related informaton
provided in the Notes to the Financial Statements.

These assessments were part of the procedures we per-
fonimed as part of our audit of the overall financial state-
ments, and therefore contributed to the formulation of the
unqualified opinion that we cxpressed in the fint part of
this report.

3. Specific procedures and disciosures

We have also performed the specific procedures required
by law, in accordance with professional standards applic-
able in France.

We have no comiment to make as to the Gir presentation
or on the consistency with the financial statements of the
informaton given in the Management Report or in ather
communications to the sharcholders.

As required by law, we obtained assurance thac the infor-
mation on acquisitions of participating and controliing
interests and on the identity of holders of share capital and
voting rights has been communicated to you in the Man-
agement Report.

Signed in Paris and Neuilly, 23 March 2006
The Statutory Auditors

Didicr Kling & Associés
Didier Kling and Christophe Bonte

Deloitie & Assocics
David Pupont-Noel
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Statutory Auditors’ Special Report on Related-Party Agreements

This is a free translation into English of the Siatutory Auditors” Repont issued in French and is provided solely for the convenience

of English speaking users. This report should be read in confjunction with, and construed in accordanze with, French law and professional

auditing standards applicable in France.

n our capacity as Statutory Auditors of Hermes
International, we hereby present our report on

related-party agrecimnents.

1. Agreements entered into during the year

In z2ccordance with Articles L 223-40 of the Code de
Commerce, we have been informed of the refated-parry
agreements approved in advance by the Sapervisory
Beard.

It is not our responsibility to investigate the possible
existence of any other such agreements, but to report to
you, based on the information given to us, on the main
fratures and terms of those of which we have been
informed.

We are not required te cxpress an opinion on the usc-
fulness or appropriateness of these agreements. Itis your
responsibility, under the terms of Articte 92 of the
Decree of 23 March 1967, to assess the benefit arising
from these agrecments in order to decide whether they
should be approved.

We conducted our audit in accordance with profes-
sional standards applicable in France. These standards
require that we perform procedures designed o check
that the information given to ws is consistent with the
source documents.

a) Remuneration of Commiitee members

At its meetings of 26 Janwary 2005 and 2 June 2005,
your Supervisory Board decided to fix the remuncration
of Audit Committee and Remuneration Committee
members at 5,000 curos per year for cach niember and
at 10,000 curos per year for each Comumittee Chainmnan.
Hermés Intemational paid a combined wtal of 40,000 curos
to all Committee members in consideration for the per-
fonmance of their duties for the year ended 31 December
2005,

b) Cuarantee given

At its meeting of 26 January 2005, your Supervisory
Board approved the new version of the “umbrella™
guarantee for a maximum amount of 75,000,000 curos
in favour of the HSBC bank to give subsidiarics desig-
nated by Hermés International access to an aggregate

group bank facility.

¢} Service agreement

At its meetings of 23 March 2005 and 14 Seprember
2005, your Supervisory Board authorised the signature
of a service agreement berween Hermés International
and Emile Flermés SARL for the provision of routine
legal and financial services. The agreemnent was entered
into for an indefinite term and the fees charged for
these services will be reviewed every year.

Hermés International billed 45,000 curos {or legal ser-
vices and 13,000 euros for financial services provided
under the tenns of this agreement during 2005.

Parties concerned: M. Jean-Louis Dumas and Emite Her-
més SARL,

2. Agreements entered into and authorised in prior
years and remaining in effect during the year ended
31 December 2005

In addition, in accordance with the {ecree 0f 23 March
1967, it has been drawn to our attention that the fol-
lowing agreements entered into and authorised in
prior ycars remained in effect during the year ended
31 Pecember 2005,

a) Design mission agreement

Agreement between Hermés International and the firm
RDAI to undertake a design mission for application of
the architectural concept to Hermés stores {Supervi-
sory Board meetings of 20 March 2003 and 15 Sep-
tember 2004).

Hermes International paid 671,195 euros (excluding
VAT) in fees in connection with this mission for the
vear 2005,

b) Commercial lease

Signature of a lease agreement between Hermés Inter-
national and the company SIFAH, granting to Hermes
International, relating to premises at 28-30-32, rue du
Faubourg-Saint-Henoré which are the subject of a
promiscd commercial lease assignment by the company
SOGEC, and subject to the exercise of its purchase
option by SIFAH or any subsidiary SIFAH may substi-
ture for irself;

— a nine-year commercial lease, with compulsory renewal
every three years, at a rent that 1akes into 2ccount the
rental value of the premises and the assumpton by
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Hermes [nternational of the cost of the refurbishment
works and of part of the compensation for eviction to be
paid to the current occupants:

— accompanied by a junior preferred purchase option in
tespect of the real estate assets locared at 26-28-30-
32, ruc de Faubourg-Saint-Honoré belonging to SIFAH
or o one of its subsidiaries, or in respect of the shares
of SIFAH or of whichever of its subsidiaries is the owner
of such real estate assets.

STFAH has substituted for itself, both (or the purchase
option and tor the implementation of the commercial
lease, its majonity-controlled subsidiary, the simplified
fimited company “28-30-32 Faubourg Saint-Honoré”
{Supervisory Board meeting of 21 March 2000},

On 16 February 2005, an amendment to this agree-
ment was signed to change the stipulations of the agree-
ment pertaining o work to be performed at the
28-30-32 Faubourg Saint-Honoré property complex
and to assign ta Hermés International responsibility for
meoenitoring the design and performance of the work
under the terms of a representation agreement, and
authorised by your Supenvisory Board at its meetings of
26 Januwary 2005 and 23 March 2005.

In the amendment to this agreement, Hermés [nter-
national’s share of the projected hudger for the work
in future years is estimated at 6,000,000 curos. At
31 December 2005, Hermes International had booked
1,908,759 curos under “fixed assets in progress™ in its
accounts for this work. The compensation for eviction
to be paid by Hermes International to the company
“28-30-32 Faubourg Saint-Honoré" amounted to
727,839 at 31 December 2005.

¢) Cuarantees given

~ Guarantee given on behalf of your subsidiary SEEGL:
The guarantee on behalf of the subsidiary Perrin & Fils
in the amount of 3,048,980 curos was substituted by a
guarantee of 2,439,184 curos in favour of SIEGL, under
the terms of the assumption by SIEGL of a bank lean
granted by Natexis Banques Populaires in the amount
ot 2,439,184 curos, repayable at any time up to and
including 15 September 2003, (Supervisory Board meet-
ing of 11 September 2001). The Company was released
from this guarantee on 15 April 2005,

- Guarantee given to Société Lyonnaise de Banque on
behalf of the subsidiary Perrin & Fils in connection
with a loan of 3,048,980 curos repayable at any thime up
to and including 25 July 2007 (Supervisory Board meert-
ing of 21 March 2000). At 31 December 2005, the

Statutory Auditors’ Special Report on Related-Party Agreements

amounrt of the Joan was 832,595 curos, A commission
of 7,622 euros was billed in 2005.

- Guarantee given to London & Provincial Shop Cen-
tres on behalf of Henmeés GB Lid in connection with the
leasing of store premises at 1797130 Sloane Sureet, Lon-
don and covering the performance by Hennes GB Lid
of all its obligations as tenant under that fease (Supervi-
sory Board meeting of 16 February 1988).

= Guarantee given to 693 Madison Avenue Company
L.P. on behalf of Hermés of Paris Inc in connection
with the leasing of store premises at 691-693-695 Madi-
son Avenue in New York and covering the perfor-
mance by Hennés of Paris Inc of all its obligations as
tenant (Supervisory Board meeting of 23 September
1998).

— Guarantee given to Carlton House Inc on behalf of
the subsidiary Hermeés of Paris in connection with the
leasing of the John Lobb store at 680 Madison Avenue
in New York and covering the performance by Hermeés
of Panis Inc of all its obligations as tenant under that lease
{Supervisory Board meeting of 23 March 199%),

- Guarantee given on behalf of the Japanese subsidiary
licrinés Japon in connection with a Joan of an iniual
amount 3000,000,000 yen from Daiichi Kangyo Bank
repayable at any tine up to and including 23 October
2007 (Supervisory Board mecting of 10 Seprember
1997). A commission of 2,119,000 ven (16,000 ¢uros)
was billed for the year.

- Guarnintee given on behalf of the Japanese subsidiary
Hermés Japon in connection with a loan of an initial
amount of 5,000,000,000 yen from Japan Development
Bank repayable at any time up to and including 20 May
2013 (Supervisory Board meeting of 25 May 1998). A
commission of 7,886,000 yen (39,000 curos) was billed
for the year,

- Guarantee given on behalf of the Japanese subsidiary
Hermés Japon in connection with a loan ol an imidal
amount of 500,000,000 yen from Dowa Fire and Marine
Insurance repayable at any tme up to and including
27 Apnil 2006 (Supervisory Board meeting of 23 March
1999). A commission of 331,000 ycn (3,000 curos) was
billed for the year.

- Guanantee given on behalf of the Japanese subsidiary
Hermeés Japon in connection with a loan of an initial
amount of 1,000,000,000 yen from Kyoei Mutual Fire
and Manne {nsurance Co repayable at any time up to
and including 27 April 2006 (Supervisory Board meet-
ing of 23 March 1999). A commissian of 490,000 yen
{4,000 curos) was billed for the year.
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~ Guarantee given on behall of the Japanese subsidiary
Hermes japon in connection with a loan of an initial
amount of 2,500,000,000 yen from Japan Development
Bank repayzble at any time up to and including 20 April
2013 (Supervisory Board meeting of 23 March 1999).
A commission of 3,906.000 yen {29,000 curos) was
billed for the year.

No calls were made on these guarantees during the year
ended 31 December 2003,

d} Licence agrecmnents
The license agreements for use of the Hermés nomina-

tive and figurative trademarks berween Hennes Inter-

national and Hermes Sellier, Comptoir Nouveau de ha
Parfumerie, La Mantre Hermés and Compagnic des
Arts de la Table remain in effect (Supervisory Board
meetings of 26 March 1996, 23 September 1998 and
20 March 2003).

Royahtics received by the Company under these agree-
memnts during the year ended 31 December 2005
amounted to:

- 17,495,642 euros excluding taxes tor Hermes Sellier;
- 1,912,796 curos excluding axes for Comproir Nouveau
de la Parfumerie;

- 329,236 curos excluding taxes for Compagnic des Arts
de la Table;

- 3,287,650 curos excluding taxes for La Montre Hermeés.

Signed in Paris and Neuilly, 23 March 2006
The Statutory Auditors

Dndier Kling & Associés
Didier Kling and Christophe Bonte

Deloitte & Assocics
David Dupont-Nocl
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Statutory Auditors’ Report on the Share Capital Decrease by Cancellation
of Shares Purchased (Eighth Resolution)

This is a free translation into English of the Statutory Auditors’ Report issued in French and is provided solely for the convenience

of English speaking users. This report should be read in conjunction with, and construed in accordance with, French law and professional

auditing standards applicable in France.

national, and in accordance with the requiternents of
Article L 225-209, paragraph 7 of the Code de Com-

merce governing the reduction of share capital by the can-

I n gur capacity as Statutory Auditors of Hermés [nter-

cellation of shares purchased by the Company, we have
drawn up this report to inform you of our assessment of
the causes and conditions of the contemplated share cap-
ital decreasc.

This transaction is part of the proposed purchase by your
Company of its own shares, up to a maximum of 10% of
its share capital, under the terms and conditions provided
in Article L 225-209, paragraph 3 of the Code de Com-
merce, This buyback authorisation is submiuted to the
General Meeang for approval and would be granted for
a period of 18 months,

To implement the authonsation for the Company to
purchase its own shares, the Executive Management pro-

poses that you delegate to it, for a pertod of 24 months,
all necessary powers to cancel the shares purchased under
this authorisation, up (0 a maximum of 10% of your

Company's share capital per 24-month period.

We have conducted our review in accordance with pro-
fessional standards applicable in France. These standards
require that we perform procedures in order to determine
whether the causes and conditions of the contemplated

share capital decrease are in order.

We have no comment to make on the reasons ‘fm and
terms and conditions of the contemplated share capiral
decrease, it being noted chac the share capital decrease is
subject to prior authorisation by the General Meeting of
the proposed share buvback programme, as set forthin the
sixth resolution.

Signed in Panis and Neailly, 23 March 2006
The Statutory Auditors

Didier Kling & Associés
Didier Kling and Christophe Bonte

Deloitte & Assaciés
David Dupont-Noel
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Statutory Auditors’ Special Report on the Award of Share Purchase Option Plans
to Employees and/or Corporate Executive Officers and Supervisory Board Members
(Ninth Resolution)

This is a free translation inte English of the Statutory Auditors' Repost issued in French and is provided solely for the convenience
of English speaking users. This report should be read ir conjunction writh, and construed in accordance with, French law and professional

awditing standards applicable in France.

mational, and in accordance with the requirements of
Article [ 225-177 of the Codc de Commerce and
Article 174-19 of the Decree of 23 March 1967, we have
drawn up this report on the award of share purchase option

E n our capacity as Statutory Auditors of Hermés Inter-

plans to some or all of the employees and corporate exee-
utive officers and Supervisory Board memben of Hermes
International and of companies or groups directly or indi-
rectly affiliated therewith under the conditions stipulated
by Article L 225-180 of the Code de Commerce.

It is the Exccutive Management’s cespoasibility ro draw
up a repon on the reasons for awarding the share purchase

option plans and on the proposed terms and conditions

for setting the purchase price of the shares. Qur respon-
sibility is to express an opinion on the methods used to

determine the purchase price of the shares.

We have conducted our review in accordance with pro-
fessional standards applicable in France. These standards
require that we perfonn procedures 1o ascertain that the
proposed methods used to determine the purchase price
of the shares are disclosed in the Management Report,
that they comply with the applicable laws and regulations
such as to enlighten the shareholders, and that they are not

clearly inappropriate.

We have no comment to make on the proposed methods.

Signed in Paris and Neuilly, 23 March 2006
The Statutory Auditors

Didier Kling & Associés
Indier Kling and Chnstophe Bonte

Deloitte & Associés
12avid Dupont-Nocl
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Statutory Auditors’ Special Report on the Allotment of Existing Shares
for No Consideration (Tenth Resolution}

This is a free translation into English of the Statutory Auditors’ Report issned in French and is provided solely for the convenience

of English speaking users. This report should be read in conjunction with, and construed in accordance with, French law and professional

avditing standards applicable in France.

national, and in accordance with the requirements of
Article L 225-197-1 of the Code de Commerce, we

have drawn up this reporc on the proposed allotment of

}i n our capacity as Statutory Auditors of Hermeés Inter-

existing shares for no consideration to some or all employ-
res and/or corparate executive officers and Supervisory
Board members of Hermés laternational or atliliated com-
panies in which Hermés Intemational direcdy or indirectdy
controls at least 10% of the share capitl or voting rights,

Y our Executive Manageinent proposes that you autho-
rise it, for a period of 38 months as from the date of this
Meeting, to allot existing shares for no consideration, on
one or more occasions, up to a maximum ceiling, com-
bined with the issuance of unexercised share purchase
options as provided in the ninch resolution, of 2% of the
total nuinber of ordinary shares in the Company out-
standing as of the date of the allotment of shares for

no consideration. [t is the Executive Management’s
responsibility to draw up a report on the transaction
that it wishes 1o be authorised 10 underake. Qur res-
ponsibility is to inform vou of our connments, if any,
on the information provided to you on the proposed

fransaceion,

In the absence of any professional standard applicable to
this ransaction, which arises from 2 provision of faw
dated 30 Decernber 2004, we have performed such tests
and procedures as we deemed necessary to ascertain that
the proposed terms and conditions, which are presented
in the Management Report, comply with the provisiom
of the law.

We have no comment to make on the information pro-
vided in the Management Report on the proposed

transacron,

Signed in Paris and Neuilly, 23 March 2004
The Statutory Auditors

Didier Kling & Associés
Didier Kiing and Christophe Bonte

Deloiue & Associés
Navid Dupont-Noel
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Statutory Auditors’ Special Report on the Issuance of Share Subscription Option
For No Consideration in the Event of a Takeover Bid Against the Company
(Eleventh Resolution)

This is a free translation into English of the Statutory Auditors’ Report issued in French and is provided solely for the convenience
of English speaking users. This report shoutd be read in conjunction with, and consirued in accordance with, French law and professional

auditing standards applicable in France.

national, and in accordance with the requirements of
. Article L 22892 of the Code de¢ Commerce, we

have drawn up this report on the proposed issuance of

E' n our capacity as Sttutory Auditors of Hermes Inter-

share subscription option for no consideration in the
event of a takeover bid against the Company, on which

you 2re asked o vore.

On the basis of its repart, your Executive Management
proposes that vou delegate to it, for a period of 26 months,
in accordance with Article L 233-32 of the Code de
Commerce, the authoriry:

— to decide to issue share subscription option governed by
Aricle L 233-32 of the Code de Commerce, giving nights
to subscribe to onc or morc shares of the Company on
preferential terms and o alloe them for no consideration
to all shareholders in the Company who retain that status
before the close of the public offering period; and

— to determine the characteristics of said share subscription
option and the terms and conditons for exercising them.

The nominal amount of the capital increase resulting
from the excrcisc of the share subscription option shall not

exceed 3 ceiling of 120 million euros and the maximum
number of share subscription options that may be issued
shall be two share subscription options per existing share
ouwstanding as of the date of issuc of the share subscnip-
tion option. This authorisation may be used only in tmes
of a public takeover bid against the Company.

We performed our procedures in accordance with pro-
fessional guidelines applicable in France, which require
that we perform procedures to verify the information
contained in the Executive Management's report on this

proposed transaction.

We have no comment to make on the information pro-
vided in the Executive Management's Report on the
proposed transaction to issue share subscription optien in
the event of a takeover bid against the Company.

In accordance with Article 155-2 of the Decree of
23 March 1967, we will prepare a supplemental report
when your Executive Management carries out the

issuance.

Signed in Paris and Neuilly, 3 Apnl 2006
The Statutory Auditors

Didier Khing & Associés
Didier Kling and Christophe Bonte

Deloitte & Associes
David Dupont-Noel
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Statutory Auditors' Report on the Capital Increase Reserved for Employees
(Twelfth Resolution)

This is a free translation inte English of the Statutory Auditors’ Report issued in French and is provided solely for the convenience

of English speaking users. This report stould be read in conjunction with, and constreed in aecordance with, French law and professional

auditing standards applicable in France.

national, and in accordance with the requirements of
Articles L 225-135 and L 225-138 of the Code de

Comunerce, we have drawn up this report on the pro-

E: n our capacity 25 Statutory Auditors of Hermeés Inter-

posed resolution o delegate o the Exccutive Manage-
ment the autharity to carry out one or more capital
increases reserved for all or some employees and corpo-
rate exccutive officers and Supervisory Board members of
Hermés [ntermational or companies affiliated thereto
within the meaning of the provisions of Article L 225-180
of the Code de Cammerce, and who belong to a corpo-
rate savings plan of one and/or another of these compa-
nics under the conditions stipulated by Article L 443-3
of the Code du Travail. This proposed resolution is sub-
mitted to you for approval pursuant to the provisions of
Articles L 225-129-6 of the Code de Commerce.

The total number of shares that may be issued, on one or
more occasions, under the termns of this delegation of
authorirty over the 26-month period covered thereby, is
capped at 1% of the number of the Company's ordinary
shares ousstanding as of the date on which the decision

to carry out the capital increase is made.

On the basis of its report, your Executive Management
praposcs that you delegate to it the responsibility for
deternining the tenns and conditions of any capital
increase or increases that it may decide o carry out put-
suant to this authorisation, and akso proposes that you

waive your pre-emptive rights 1o subscribe to such a

share issue.

We have conducted our review in accordance with pro-
fessional standards applicable in France. These standards
require that we perform procedures in order to ascertain
that the inethods wsed to determine the issue price are
appropriate.

Subject to subsequent review of the terms and conditions
of each capital increase that the Executive Management
may decide to carry out pursuant to this authonsation, we
have no comment to make on the methods used to deter-
mine the issue price of the equity securitics to be issued

and described in the Management Report.

As the issue price has not been deteninined, we are not
expressing an opinion on the final terms and conditons
under which the capital increase(s) wilt be carmied our,
and, consequently on the waiver of pre-emptive rights
proposed 1o you; however, the principte of such 2 waiver
is consistent with the transaction that i submitted to you

for approval.

In accordance with Article 135-2 of the Decree of
23 March 1967, we will prepare a supplemental report on
any capital increase that your Executive Management
may decide to carry out under the terms of the proposed

authorisation that is submitted to you for approval,

Signed in Paris and Neuilly, 23 March 2006
The Sarutory Auditors

Didier Kling & Assocics
Didier Kling and Christophe Bonte

Deloitte & Associes
David Dupont-Nocl
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Change in Share Capital over the Past Three Years

Date Transaction Share Number Par Share Number
Capiltal of shares value premium  of shares
after after issued [I)/
transaction transaction cancelled [C]
08/01/2003  Capia increase of €5,064.00 €56,380.916.16 36,850,272 €1.53 €£49.54 3o
for options exercised by employees
between 30 June 2002
and 31 December 2002
1%07/2002  Capitd increase of €5,256.55 €56,386,171.71 36,853,707 €1.53 €49.54 3,435
for oplions exercised by employees
between 1 January 2003
and 30 June 2003
1301/2004  Capita?increase of €124,384.41 €56,510,556.12 36,935,004 €1.53 €49.54 81,2971
lor options exercised by employees
between 1 July 2003
and 31 December 2003
13/07/2004  Capital increase of €48,000.69 €56,558,556.81  36,966.377 €1.53 €49.54 20,7730
for options exercised by employees €63.55 560011
between 1 January 2004 €70.80 4,000
. and 30 June 2004
12/01/2005  Capital ncroase of €16,516.35 €56,575,073.16 36,977,172 €1.53 €49.54 10,785
for oplions exercised by employees
between | July 2004
and 31 December 2004
15/05/2005  Capxtal raduction of €478,556.46 €56,096,516.70 36,664,390 €1.53 312,782 [C}
from canceflation of treasury stock
18/0772005  Capital norease of €20,650.41 €56,117,167.31 36,677,857 €1.53 €49,54 13,097 1)
{or options exercised by employees €63.55 4001
between 1 January 2005
and 30 June 2005
0F/09/2005  Capital reduction of €584,553.33 €55,532,613.78 36,295,826 €1.53 382,061 C)
from cancedlation of treasury stock
Q90172006 Capital ncrease of €58,182.84 €55,500,796.62 36,333,854 €153 €49.54 23968
for options exercised by employees €63.55 60 1)
between 1 July 2005 €132.81 14,000 1)
and 31 December 2005
Capital recuction of €130.865.49 €55,459,931.13 36,248,321 €1.53 85,533 [C}
from cancellation of treasury stock
030472006 Capitad increase of €28,213.20 €55,488,144.33 36,266,761 €1.53 €63.55 1,940 1}
for options exercised by employees €70.80 1,000 i
between 1 January 2006 €132.81 3,0000]
and 30 March 2006 €154.75 12,5001
There has been no other change
n share capital since 3 Apri 2006.
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Share Price Trend over the Past Five Years

2001 2002
Closing price {€) Average caily Closing price (€) Average daily
Monih trading volume Month trading volume
High Low Average over the month High Low Average  over the month
January ' 158.30 133.00 145,90 30,438 Jarwary 181.70 170.50 176.39 32,301
February 160.00 141.10 15113 32,425 February 177.20 151.20 164.868 46,040
March 15250 13480 14293 30936 March 177.80  161.50 170.38 40,442
Apiit 162,00 134.10 14404 32,198 Apci 17430 162.30 169.32 24,201
May 168.70 157.30 163.88 31,661 May 178.40 166.80 173.13 36,081
June 173.80 153.10 165,19 29,014 June 176.00 153.50 165.18 51,841
July 16500 15520 161.12 28,931 July 162.00 13700 14993 32977
August 17000  161.00 165.83 18,820 August 147.00 13260 139.92 46,285
September  166.00 100.00 136.74 61.434 Seplember  147.80 125.50 135.61 35315
Ccrober 155.00 122.20 138.86 30,828 QOctober 154 .50 119.00 139.45 47,295
Novernber 17600 14200  158.54 42519 November 15890 13930  149.11 54,259
December 184.60 162 .50 170.83 38,188 December 152.50 131.00 142.07 21,559
2003 2004
Closing price [€) Average daily Closing price (€) Average daity
Month trading volume Month tracing vohame
High Low Average  over the month High Low Average  over the month
January 147.00 12500 133.15 23.009 January 162.50 14910  155.96 23027
February 134.00 110.20 12488 53072 February 166.00 147.00 158.82 28.665
March 132.00 102.60 118.28 34,099 March 167.70 152.00 160.08 37,847
April 126.70 112.50 120.06 32,999 April 174,90 155.00 170.66 39.780
May 134.00 12100 12695 58,453 May 171.00 15760 16494 38,038
June 134,20 12110 128.00 45,787 June 167.00 157.30 161.54 29,983
July 131.00 12140 12631 32.880 July 165.00 15550 160.60 17,094
August 144,90 11970 129.1 55774 August 163.50 14800  155.55 17.783
September  147.00 13040 138.92 48,334 Seplember  163.00  152.80 15804 20,642
October 149,40  131.50 142.70 36,769 October 156.00 14550 15168 28.124
November 15950 147.30 155.10 40,956 Novernber 156.90 138.00 14835 32.752
December  157.5¢ 14550 152,78 23,369 December 14780 132.00  143.13 ar.2s
2005
Closing price [€) Average daity
Month trading volume
High Low Average  over the month
January 15430 14100 14564 27,053
Febmary 164.80 148.00 15809 36.088
March 164.90 151.60 160.13 36,078
April 157.30  145.70 15215 32,698
May 159.50 146.00 154.26 32,250
June 169.00 15630 16473 67,501
July 173.20 157.10 168.40 27,50t
August 17250 15630 163.39 46,554
September 19840 173.20 18557 75,083
October 197.80 178.40 186.94 45,103
November  199.9¢  185.10 191.92 89,056
December 21490 19420 205.64 41,801
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Resolutions Submitted to the Shareholders for Approval

at the Combined General Meeting of 6 June 2006

| - ORDINARY BUSINESS

First resolution

Approval of the financial statements

The Ordinary General Meeling, having heard the
Management Report on the Comparny's operations and
situation, the Report of the Supervisory Board and

the Statutory Auditors’ Report for the year ended
31 December 2005, approves the financial slatements,
the batance sheet and the notes thereto as presented,
as well as the transactions they reflect.

Second resolution

Discharge
. Consequently, the General Meeting gives the
Executive Management final discharge {or its

management of the Company during the year
commencing on 1 January 2005 and ending on
31 December 2009.

Third resolution

Appropriation of net income

The Ordinary General Meeting notes that net income for
the year amounts to 223,153,170.67 euros and
relained eamings, to 597,377,227.16 euros, and
approves the appropriation of these sums totalling
820,530,397.83 euwros, as proposed by the Supervi-
sory Board:

+ 10 the legal reserve: none, as the legal reserve
amounts to one-tenth of the share capital;

+ to tha active partners under Article 26 of the Com-
pany's Articlas of Association: 1,495,126.24 euros;

+ 1o sharehalders holding shares existing at 31 Decem-
ber 2005, a dividend of 2.50 euros per share, totalling:
90,834 635.00 ewos;

¢to  rotained earnings, the balance of:
728,200,636.59 euros;

+ total amount appropriated: 820,530,397.83 euros.

The Ordinary General Meeting resolves that this divi-
dend will become payable on 9 June 2006.

As Hermés International is not entitled 1o receive divi-
dends for shares held in treasury, the corresponding
sums will be transferred to retained earnings on the
date the dividend becomes payable.

In accordance with Article 243 bis of the Code Général
des Impdts, this dividend entities shareholders who are
natural persons and liable for income taxin France to a
40% tax allowance, as provided by Asticle 158-3 of the
Code Général des Impbts.

In accardance with tha provisions of Article 47 of law no,
B5-566 of 12 July 1965, the Genera Mesting duly notes
that dividends distributed to the shareholders in respect
of the three previous financial years were as {ollows:

In eurcs

Year 2004 2003 2002
Dividends* 2007 1.70 165
Tax credil N/A 085 0.82

* Dividend eligible for 50% tax allowance pursuant 1o Asticle 158-3
of tha Codo Général des impdts,
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Fourth resolution

Approval of the consolidated financial statements
The Ordinary General Meeling, having heard the
Management Report on the Group's operations and
situation, the Report of the Supervisory Board and

the Statutory Auditors' Report for the year ended
31 December 2005, approves the consolidated finan-
cial statements as presented, and showing consoli-
dated net income of 246,950,522 euros.

Fifth resolution

Approval of related-party agreements

The Ordinary General Meeting, having heard the Statu-
tory Audilors’ Special Report on related-party agree-
ments covered by the combined provisions of Arti-

cles L 226-10 and Articles L 225-38 through L 225-43
of the Code de Commerce, approves the agreements
entered inlo or carried out during the year ended
31 December 2005.

Sixth resolution

Purchase by the Company of its own shares

The General Meeting, voting in accordance with the
quorum and majority requirements applicable 1o ordi-
nary general meetings, having reviewed the Managse-
ment Report, the special report on the Company's
share buyback programme and the circular describing
the programme filed with the Autorité des Marchés
Financiers, resotves:

1} to terminate the share buyback programme approved
by the Ordinary and Extraordinary General Meeting ol
2 June 2005;

2} to adopt the programme described below, and for
this purpose:

* Authorises the Executive Management, with the
option further to delegate this authority, in accordance
with the provisions of Articles L 225-209 et seq. of the
Code de Commerce, to buy shares in the Company,
within the legal limit, while ensuring that the Company
shall not at any time own more than 10% of its own
share capital as of the date of this meeting;

+ Resolves that the shares may be bought with a view to:
— ensuring that liquidity is provided for the shares on the
equity market by an investment services provider under
a contract that complies with the AFEl {French Assodi-

ation for Investment Finms) Code of Conduct recog-
nised by the Autorité des Marchés Financiers,

- cancelling the shares, in order to increase the return
on equity and earnings per share, and/or to neutralise
the dilutive impact for shareholders resulling from cap-
ital increases, this purpose being confingent upon
adoption of a special resolution to this etffect by the
Extracrdinary General Meeting.

- relaining the shares, in order subsequently to trans-
fer the shares in payment or in exchange for

a takeover bid initiated by the Company.

- dliotting the shares to authorised corporate executive
officers and executive managers or employees of the
Company or an affiiated company, by granting options
to purchase the Company’s shares in accordance with
Asticles L 225-179 et seq. of the Code de Commerce,
or by granting bonus shares in accordance with Articles
L 225-197-1 et seq. of the Code de Commerce or as
part of the Company's employee profit sharing schemes
or of a Company share ownership or savings plan,

- delivering the Company's shares for the exercise of
rights attached to securities entitling the holders to the
allotment of shares in the Company, either by conver-
sion, exercise, redemption or exchange, in accordance
with stock market regulations;

+ Resolves that the purchase price per share shall be
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no higher than three hundred sixty (360} euros, exclud-
ing incigental expenses;
+ Resolvas, however, that the Executive Management
may adjusl the aforesaid purchase price in the event of:
a change in the par value per share; a capital increase
by capitalisation of reserves and allotment of bonus
shares; a stock split or reverse split; a write-off or
reduction of the share capital; distribution of reserves or
other assets; and any other transactions applying to
shareholders equity, to take into account the effect of
such transactions on the value of the shares;
* Resolves that the maximum amount of funds that
may be allocated to this share buyback programme
shall be 700 million euros (700,000,000 euros);
+ Resolves that the shares may be purchased by any
means, including partially or entirely by purchase on the
stock market, block purchase, off-market purchase,
public offerings to buy or exchange shares, or by the
use of options or derivatives (excluding the sale of puts),
» 8l such times as the Executive Management shall deem
appropriate, including times of pubtic offerings, within
the fimits defined by stock market regulations. The

Resolutions Submitted to the Shareholders for Approval
at the Combined General Meeting of 6 June 2006

shares acquired pursuant to this authorisation may be
relained, sold, or. more generally, transferred by any
means, including by block sales and during times of
public ofterings:

+ Grants full powers to the Executive Management,
with the option further to delegate such powers:

- 10 effect all transactions and to determine the terms,
conditions and procedures appkcable thereto,

= 1o place alt orders, either on or off market,

- to adjust the purchase price of the shares 10 take into
account the effect of the aforesaid transactions on the
value of the shares,

- 10 enter into all agreements, in particular for purposes
of maintaining the stock transfer ledgers,

-to file all necessary reports with the Autorité des
Marchés Financiers and any other relevant authority; and
- 10 undertake all necessary formalities;

* Resolves that this authorisation is granted for a period
expinng at the end of the Annual General Meeting con-
vened to approve the financial staterments for the year
ended 31 Decemnber 2006 or eighteen months at most
from the date of this Meeting.

Seventh resolution

Powers
The Ordinary General Meeting confers full powers on
any bearer of an extract or copy of these minutes

recording its deliberations to carry out all legal publica-
tion or other formatities.
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il - EXTRAORDINARY BUSINESS

Eighth resolution

Authorisation to cancel some or all of the shares
purchased by the Company {(Article L 225-209)
The General Meeting, acling under the quorum and
majority requirements applicable to extraordinary gen-
eral meetings, having reviewed the Management
Report and the Statutory Auditors' report, and in accor-
dance with Article L 225-209 of the Code de Com-
merce, hereby authorises the Executive Management
to cancel some or all of the shares acquired by the
Company in connection with the share buyback pro-
gramme covered by the sixth resolution submitted to
the present meeting and/or pursuant 1o any authorisa-
tion granted by a past or fulure general meeting, on
one or more occasions, up toa maximum ol 10% of the
shara capital per period of twenty-four months.

The Meeting delegates 10 the Executive Management
full powers:

- to arbitrate on any objections, to aflocate the differ-
ence between the purchase price and the par value of
the shares to whichever reserve account it sees fit, 1o
record the reduction(s) in share capital resulting from
the cancellation{s) authorised by the present resolution;
- to amend the Company's Articles of Association
accordingly, and to undertake all necessary formalities.
This authorisation is granted to the Executive Manage-
ment for a period of twenty-four months. it supersedes
the authorisation granted by the twenty-second reso-
fution adopted by the Combined General Meeting of
2 June 2005 and cancels the unused portion of that
authorisation.

Ninth resolution

Authorisation to the Executive Management to
grant share purchase options

The Extragrdinary General Meeting, having heard the
Management's Report, the Statutory Auditors’ Special
Report, and the Supervisory Board's report, resolves
1o authorise the Executive Management, in accor-
dance with Articles L 225-177 et seq. of the Code de
Commerce, and within the limits of the applicable laws,
10 grant:

- 0N ONe Or more occasions,

— 1o some or all of the employees and corporate exec-
utive officers and executive managers of Hermés Inler-
national and affiiated companies or groups of compa-
nies under the conditions set forth in Article L 225-180
of said Code,

options to purchase Hermés International shares
acquired by the Company under the conditions set
forth by law.

The period during which the Executive Management
would be entitted to use this authorisation, at the time
or times it seas fit, is thirty-eight (38} months from the
date of this Mesling.

The total number of options that may be granted under
this authorisation shall not be such that the total number
of options granted pursuant 1o this resolution and the
total number of shares allotted for no consideration pur-
suant 1o the tenth resolution would amount to more than
2% of the total number of ordinary shares in the Com-
pany outstanding as of the date on which the options
are granted. In any event, this authorisation applies t0 a
minimum of 725,335 shares (before any stock split).
The options shall be exercisable by the beneficiaries
within a maximum of seven years from the date on
which they are granted.

The purchase price of the shares and the stock option
exercise period shall be determined by the Executive
Management within the limits and according 1o the
terms laid down by law.

for this purpose, the shareholders grant the broadest
of powers to the Executive Management, acting within
the limits set forth above, to camy out this resotution,
and in particular for the following purposes:

- to determine the terms and conditions of the trans-
action, in particular the conditions under which the

ADDITIONAL LEGAL INFORMATION 225




options will ba granied, the time or times at which the
options may be allotted and exercised, the list of the
beneficiaries of the options and the number of shares
that each beneficiary may acquire;

~ to determine the conditions for exercising the options:
- to stipulate any tock-up period for the shares result-
ing from the exercise of the options and/or period dur-
ing which such shares cannot be converted to bearer
shares, il being specified that such periods shafl not
exceed three years from the date on which the option
was exercised;

— 1o provide for the possibility ol ternporarily suspend-
ing the exercise of options for a maximum of three
months in the event of a financial transaction entailing
the exercise of a right attached 10 the shares;

Resolutions Submitted to the Shareholders for Approval
at the Combined General Meeting of 6 June 2006

- to undertake all necessary formalities and, in general,
to do all that is necessary.

If, during the period in which the options are granted,
the Company underiakes one of the financial or secu-
rities transactions provided by law, in order to take into
account the effect of any such transaction, the Execu-
tive Management shall adjust the number and price of
the shares included in the options granted.

Each year, the Executive Management shall report to
the Ordinary General Meeting on the transactions car-
ried out pursuant 1o this authorisation.

This authonisation supersedes the authorisation granted
by the fifteenth resolution adopted by the Combined
General Meeting of 3 June 2003 and cancels the
unused portion of that authorisation.

Tenth resclution

Authorisation to the Executive Management
to allot ordinary shares in the Company for no
consideration

The General Meeting, acting under the quorum and
majority requirements applicable to extraordinary general
meelings, having reviewed the Management Repont, the
Statutory Auditors' report and the Supenvisory Board's
Report, and in accordance with the provisions of Article
1. 225-197-1 et seq. of the Code de Commerce:

- Authorises the Executive Management to grant bonus
shares to some or all employees andfor corporate or
executive officers of Hermas Intemational or in compa-
nies in which it directly or indirectly holds at least 10%
of the share capitat or voting rights, by allotting existing
ordinary shares of the Company for no consideration.
The existing shares thal may be allotted pursuant o
this resolution must have been purchased by the Com-
pany either in accordance with Article L 225-208 of the
Code de Commerce, or as part of any share buyback
programme authorised by the sixth resolution submit-
ted to this Meeting under the terms of Article L 225-209
of the Code de Commerce or any share buyback pro-
gramme applicable previously or in the future;

- Resolves that the Executive Management shall deter-
mine the identity of the beneficiaries or the categories
of beneficiaries of the bonus shares as well as the con-
ditions and any criteria applying to allotment of the
shares;

- Resotves that the Executive Management shall deter-
mine the dates on which the bonus shares will be allot-
ted, within the conditions and limitations stipulated
by law;

- Resolves that the total number of ordinary shares
allotted for no consideration under the terms of this
authorisation shall not be such that the total number of
bonus shares allotted pursuant to this resolution and
the total number of share purchase options granted
pursuant to the ninth resofution and not yet exercised
amounis 10 more than 2% of the total number ot ordi-
nary shares in the Company as of the date on which the
bonus shares are alloted;

- Resoives that the Executive Management shall deter-
mine, for each allotment, the acquisition pencd at the
end of which the allotment of ordinary shares shall
become definitive, which shall not be less than two
years, unless new provisions of the law reducing the
minimum acquisition period were to be enacted, in
which case the Executive Management would be
authorised to reduce the said acquisition period;

— Resolves that the Executive Management shall deter-
mine, for each allotment, the period during which the
beneficiaries must hold the ordinary shares: this period,
which begins on the final date of allotment of the ords-
nary shares, shall not be less than two years, unless
new provisions of the law reducing the minimum hold-
ing period were to be enacted, in which case the Exec-
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utive Management would be authonsed to reduce the
said holding period;

— Authorises the Executive Management to determine
any applicable conditions and criteria for allotment of
the shares. including but not limited to the number of
years of service, conditions with respect to maintaining
employment or the term of office during the period of
acguisition, and any other financial condition or condi-
fion refating to individual or collective performance;

- Authorises the Executive Management to record the
bonus shares allotted in a registered account in the
name of their owner, showing any lock-up penod over
the full duration of such perniod;

— Authorises the Executive Managernent to undertake.
during the period of acquisition of the allotted shares,
any adjustments needed to take into consideration the
effect of transactions affecting the Company's share
capital and, more specifically, to determing the condi-
tions under which the number of ordinary shares aflot-
ted will be adjusted; .

- More generally, grants all powers 10 the Executive
Management, with the option further to delegate such
powers as provided by law, to enter into all agreements,
to draw up all documents, to underiake all formalities,
and to undertake all flings with all relevant organisations,
and, in general, to do all that is necessary.

The period during which the Executive Management
may use this authorisation, on one or more occasions,
is thirty-eight (38) months from the date of this Meeting.
Each year, the Executive Management will report 1o the
General Meeting on the number of shares allotted pur-
suant to this resolution under the conditions provided
by law, and more particularly, by Asticle L 225-197-4 of
the Code de Commerce.

This authorisation supersedes the authorisation granted
by the twenty-seventh resolution adopted by the Com-
bined Generai Meeting of 2 June 2005 and cancels the
unused portion of that authorisation.

Eleventh resolution

Delegation of authority to the Executive Manage-
ment to issue share subscription option during
times of public takeover bids

The Extraordinary General Meeting, voting in accor-
dance with the quorum and majority requirements for
ordinary general meetings, having reviewed the Man-
agement Report and the Statutory Auditors’ Special
Repont, resolves to delegate to the Executive Man-
agement of the Company its authority to undertake,
during times of public takeover bids for shares of the
Company (“the Offering”), under the conditions pro-
vided by Article L 233-32 of the Coda de Commerce,
and pursuant to the provisions of Articles L 225-129-2,
L 228-91 and L 228-92 of the said Code, 1o issue
share subscription option, in France and in other coun-
tries, giving the holders the right to subscribe for
shares in the Company, immediately or in the future, 1o
be issued through a capital increase, while retaining
the shareholders’ pre-emptive rights.

The General Meeting resolves that the Executive Man-
agement may allot the warrants issued pursuant to this
authorisation to all shareholders of the Company who
retain that status before the close of the public offering

period; it fixes the madmum number of warrants that
may be issued at two warrants per existing share as of
the date of issue of such warrants.

The General Meeting resolves that the nominal amount
of the capital increase resulting from the exercise of
the warrants, and that the Executive Management
may etfect pursuant to this authorisation, shall not
exceed a ceiing of one hundred twenty million euros
{120.000.000), not taking into account the par value of
the equity securities to be issued, if any, as a result of
any adjustments made, in accordance with the law, to
safeguard the rights of holders of securities giving
immediate or future rights to subscribe to equily secu-
rities in the Company.

The General Meeting duty notes:

- that this authorisation entails giving the Executive
Management the option to determine the subscription
prica of the shares that are liable to be issued in com-
pliance with the aforesaid provisions of the law, and, if
applicable, to grant rights to subscribe on preferential
terms to the warrant holders;

- that this authorisation automatically entails the waiver
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by the shareholders of their pre-emptive rights 10 sub-
scribe to the shares to which said warrants may give
entitlernent in favour of the holders of wamrants giving
immediate or future access to equity securities in the
Company;

— that if this authorisation is implemented, the wamants
issued shall automaticafly be cancelled in the event ot
and immediately upon the failure, expiration, cancella-
tion or withdrawal of the Offering and any potential
competing Offering.

The General Meeting grants all necessary powers to
the Executive Management:

- to carry qut this authorisation as provided by taw;

- 10 determine the terms and conditions for exercising
the warrants, which shall be a function of the terms of

Resolutions Submitted to the Shareholders for Approval
at the Combined General Meeting of 6 June 2006

the Otfering and any potential competing Otfering, and
all other characteristics of such warrants;

- to notity the Autorité des Marchés Financiers of its
decisions pursuant 1o this authorisation, in accordance
with the provisions of Article L 233-40 of the Code de
Commerce;

- to allocate the incidental expenses incurred in con-
nection with the issues to the share premium account
and to draw from this account the sums needed 10
increase the Company’s legal reserve:

- to amend the Articles of Association accordingly, and,
more generally, to take all measures necessary suc-
cessfully to complete any issue.

This authorisation is granted for a period of twenty-six
months.

Twelfth resolution

Delegation of authority to the Executive Manage-
ment to carry out capital increases reserved for
employees

The General Meeting, acting under the quorum and
majority requirements applicable to extraordinary gen-
eral meelings, having reviewed the Management
Report and the Statutory Auditors’ report, and in
accordance with the provisions of Article L 443-1 et
seq. of the Code du Travail pertaining to employee
stock ownership and of Article L 225-138 ol the Code
de Commerce:

1) Delegates to the Executive Management, under the
supervision of the Company's Supervisory Board and of
the Management Board of the active partner Emile Her-
més SARL, all powers to carry out a capital increase, on
one or more occasions, by issuing new shares reserved
for some or all of the employees and corporale execu-
tive officers and executive managers of Hermés Inter-
national and companies or groups affiiated with Hermés
International under the conditions set forth in Arti-
cle . 225-180 of the Code de Commerce, providing that
such employees belong to a corporate savings plan of
one and/or another of these companies.

The maximum number of ordinary shares that may be
issued under the termns of this authorisation shall not
exceed 1% of the number of ordinary shares in the

Company outstanding at the time the decision is made
to carry out the capital increase.

This authorisation automatically entails the sharehold-
ers' waiver, in favour of the employees belonging 1o the
corporate savings planis) for which this issue is
reserved, of their pre-emptive right to subscribe to any
newly created shares.

This authorisation is valid for a period of twenty-six
months from the date of this Meeting;

2) Resolves that the ceiling of this authorisation is inde-
pendent and separate and that the amount of any cap-
ital increases resulting therefrom shall not be allocated
against the 5,600,000 euro combined ceiling for all
capital increases caried out under the authonsations
granted by the Combined General Meeting of 2 June
2005;

3} Granis all necessary powers ta the Executive Man-
agernent:

- to fix the subscription price, it being understood that
the subscription price of the shares issued may not be
more than the average price quoted on the stock
exchange during the twenty trading days preceding the
date of the decision by the Executive Management set-
ting the ocpening date of the issue, nor more than 20%
lower than this average;

— to determine the conditions required o participate in
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the offer, and in particular those pertaining to employee
length of service and the time allotted to the employees
to exercise their rights, together with the other terms
and conditions applicable {o the capital increase;

- 1o undertake or {0 arrange for undertaking all neces-

sary aclions and formalities for purposes of completing
the capital increase or increases o be carried out under
the terms of this resolution;

- to amend the Articles of Association accordingty, and,
in general, to do all that is necessary.

Thirteenth resolution

Stock split

On the Executive Management's recommendation, the
Extraordinary General Meeting resalves to increase the
number of shares issued by reducing the par value of
each share from 1.53 euros to 0.51 euro, and conse-
quertly, 1o issue 108,800,283 new shares to be
exchanged free of charge at the rate of lhree new
shares with a par value of .51 euro each for each exist-
ing share with a par value of 1.53 euros, which wili then
be cancelled.

in consideration of requirements relating to payment of
the dividend and the dividend payment date, the effective
date of the stock spiit described above is fixed at 10 June
2006, that is, the day after the dividend payment date.

The dividend entittement date of the new shares will be
the first day of the current financial year.

Following this stock split, the share capital will amount to
55,488,144.33 euros, divided into 108,800,283 shares
with a par value of 0.51 euro each.

The Generat Meeting amends Article 6 of tha Articles of
Association as follows:

"6.1  The authorised share
55,488,144.33 euros.

It is made up of 108,800,283 shares, all of them fufly
paid, which are apportioned among the sharehdlders in
proportion 1o their ights in the Company.”

{The remainder of the Article is unchanged.|

capital is

Fourteenth resolution

Amendments to the Articles of Association

The Extraordinary General Meeting, having heard the
Management's report and the Supervisory Board's
report, resoives to approve the text of the new Articles
of Association that will govern the Company as from

the end of this Meeting and a copy of which is
appended hereto and will be appended to the minutes
of the meeting. This resolution is contingent upon the
prior approval of such amendments by the partners of
Emile Hermés SARL.

Fifteenth resolution

Powers
The Extraordinary General Meeting confers full powers
on any bearer of an extract or copy of these minutes

recording its deliberations 1o carry oul all legal publica-
tion or other formalities.
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1-FCRAM

The Company is a société en commandite par actions
(partnership limited by shares) between:

+ its limited partners, and

+ its active partner, Emile Hermés SARL, with regis-
tered offices located at 23 rue Boissy-d'Anglas, Paris
{7 5008)and-Mrdoar-t-ouis-Durmat—oaiding-at-4-+uo
The Company is governed by the laws and regulations
applicable to sociétés en commandite par actions
and by these Articles of Association.

2 - PURPOSE

The Company's purpose, in France and in other coun-
tries, is:

+ to acquire, hold, manage, and potentially to sell
direcl or indirect equity interests in any tegal entity
engaged in the ¢reation, production and/or sale of
quality products and/or services, and, in particular, in
companies belonging to the Hermés Group: .
* 10 pravide guidance to the group it controls, in par-
ticutar by providing technicat assistance services in the
legal, financial, corporate, and administrative areas;
+ to develop, manage and defend all rights it holds to
trademarks, patents, designs, models, and other intel-
tectual or industrial property, and in this respect, to
acquire, sell or license such rights;

+ to participate in promoting the products and/or ser-
vices distributed by the Hermés Group;

* to purchase, sell and manage all property and rights
needed for the Hermes Group's business operations
and/or for asset and cash management purposes; and
+ more generally, {0 engage in any business transac-
tion of any kind whatsoever in furtherance of the cor-
porate purpose.

3 - COMPANY NAME
The Company’s name is “Hermés Interational”.

4 - REGISTERED OFFICE

The Company's registered office is located at 24 rue
du Faubourg-Saint-Honoré, 75008 Paris, France,

It may be transferred:

* 10 any other location in the same département, by
a decision of the Executive Management, subject to
ratification of such decision at the next Ordinary Gen-
eral Meeting, and

+ to any other jocation, by a decision of the Extraor-
dinary General Meeting,

Proposed Articles of Association Submitted to the Combined General Meeting
of 6 June 2006 (changes shown in markup format)

5 - DURATION

The Company will be dissolved automatically on
31 December 2090, unless it is dissolved previously
or unless its duration is extended.

6 - SHARE CAPITAL - CONTRIBUTIONS

6.1 - The authorised share capital is
55,488,144.33 euros.
It is made up of 3626326+ 108,800,283 shares, all

of them {ully paid, which are apportioned among the
shareholders in proportion to their rights in the
Company.

6.2 - The active partners, Emile Hermeés SARL and
doan-Lowe—Dumas, hagve transfarred thewils busi-
ness know-how to the Company, in consideration for
troairls share of the profits.

7 - CAPITAL INCREASES AND REDUCTIONS

7.1 - The sharg capital may be increased by-a-doei-
. . o . ;

holdexs either by the issuance of ordinary shares or

preference shares, or by increasing the par value of
existing equity securities.

- | fi ingi ith
th rum and majority requiremen ipulat
law, has th hori ide to i the shar

ital, | i i i
Management, T ral Meeting th i t
flect ital incr | I wer

he Exgcutive Man nt.

7.23 - In the event of a capital increass effected by
capitalisation of sums in the share premium, reserve
or retained earnings accounts, the shares created to
evidence the relevant capital increase shall be dis-
tributed only among the existing shareholders, in pro-
portion to their rights to the share capital.

7.34 - In the event of a capital increase for cash, the
existing share capital must first be fully paid up.

The shareholders have pre-emptive subscription
rights, which may be waived under the conditions
stipulated by law.

7.45 - Any contributions in kind or stipulation of spa-
cial advantages made at the time of a capital increase
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are subject {o the approval and verification proce-
dures applicable to such conlributions and instituied
by law.

7.86 - The Extraordinary Genera! Meeling of share-
holders, or the Executive Management when granted
special authority for this purpose, and subject to pro-
tecting the rights of creditors, may also decide to
reduce the share capital. In no event shall such a cap-
ital reduction infringe upon the principle of equal treat-
ment of shareholders.

7.67 - The Executive Management has all powers to
amend the Articles of Association as a result of a cap-
ital increase or reduction and to undertake all formal-
ities in connection therewith.

8 - PAYMENT FOR SHARES
8.1 - Paymnmm%wm
ment in ration for new!
har m m in h,_includin -off

inst liguid claim th mpany. riri-
i in_kind; itglisation of resery -

ings or share premiums:; or as the result of a merger

or de-merger.

8.2 - Within the framewark of resolutions adopted by

the General Meeting, the Executive Chairman calls

the funds required o pay for the shares.

Any late payment of amounts due for the shares shall

autornatically bear interest payable to the Company at

the legal interest rate plus three percentage points,

and no legal action or forrmal notice shall be required

to collect such interest.

9 - FORM OF THE SHARES

9.1 - All shares issued by the Company are in regis-
tered form until they have been fully paid up. Fulty-paid
shares may be in registered or bearer form, at the
shareholder’s discretion. They are registered on a
securilies account under the terms and conditions
provided by law.

8.2 - The Company may, at any time, in accordance
with the applicable laws and regulations, request from
tho-co6uriHes—cloanne-organication{SIGEVAM): the
central custodian (Eurosloas} Of any securties clear-
ing grganisation information to enable it to identify the
ownears of securities giving immediate or future rights
to vote at general meetings, as well as the number of
securities held by each such owner and any restric-
tions thal may apply 10 the securities.

10 - TRANSFER OF SHARES
Shares are freely transferable, Transfers are effected
under the terms and conditions provided by law.

11 - CWNERSHIP THRESHOLD DISCLOSURES

When the shares are listed-en—tho-oHficial-stock
enchango—tho-—-Sesord—Marcho—er—tho—ovorthe-
eouRtor-matkat-of-a-clook-onchange-A-FraRoe—6+

MMQMQLLMM
ial i i in
in_shar ister: 1} riti nt with
thori in i nditi
-4 of ir nanci

any natural or legal person, acting alone or jointly,
coming intc possession, in any manner whatsoever,
within the meaning of Articles 366 L 233-7 e! seq.
of the Law-ei24-July3+066 Code de Commerce, of a
number of shares reprasenting 0.5% of the share cap-
ital and/or of the voting rights in general meetings, or
LAny muttiple of this percentage, at any time, even after
i nd an h h Vi
Articl -7 I th mmer
is required to disclose to the Company the total num-
ber of shares it owns by sending a notice by registered
post, return receipt requasted to the registered office
within 485 days from the date it has moved beyond
one of these thresholds.
Such disclosure must also be made, under the same
conditions as those provided above, whenever the
percentage of share capital and/or voting rights held
falls below one of the aforesaid thresholds.
In the event of failure to comply with the above
requirements, the shares exceeding the threshold
which is subject to disclosure shall be disqualified
for voting purposes.
In the event of an adjustment, the corresponding voting
rights may be exercised only until the expiration of the
period stipulated by law and the applicable regulations.
Unless one of tha thresholds covered by the aforesaid
Article 3664 L 233-7 is exceeded, this sanction shall be
applied only at the request of one or several sharehold-
ers individually or collectively hoiding at least 0.5% of the
Company's share capital and/or voting rights and duly
recorded in the minutes of the General Meeting.

12 - RIGHTS AND OBLIGATIONS

ATTACHED TO THE SHARES

12.1 - The shares are indivisible with regard to the
Company.
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Co-owners of undivided shares must be represented
with regard to the Company and at general meelings
by one of them only or by a single representative. In
the event of a disagreement, their representative shall
be appointed by the Court at the request of the co-
owner who 1akes the initiative 10 refer this matler to the
Court.
12.2 - Each share shall give the holder the right to cast
one vote at general meetings of shareholders.
However, double voting rights are allocated to:
+ any fully-paid registered share which has been duly
recorded on the bocks in the name of the same share-
holder tor a period of at least four years from the date
of ihe first general meeting {ollowing the tourth anniver-
sary of the date when the share was registered on the
books; and
+ any registered share allotted for no consideration to
a shareholder, in the event of a capital increase
effected by capitalisation of sums in the share pre-
mium, reserve or retained earnings accounts, in pro-
portion to any existing shares which carry double
voting rights.
Double voling rights are automatically eliminated under
the conditions stipulated by law.
Votling rights attached to the shares are exercised by
. re gwners at all I meetin rdin:
raordin f ial meetin ve for ision
reqarding th ropriation of net income, in whi
cage the beneficial owner at-ergiary-gororalrootngs

gorera-moatings shall exercise the vating rights.
12.3 - Each share gives the holder a right of owner-
ship in the Company’s assets, its profits, and any
winding-up surplus, in proportion to the percentage of
ownership it represents.

All shares are of equal par value and are identical in
alf respects, except with respect to the date on which
they are eligible for the dividend.

12.4 - Ownership of a share automatically entails com-
pliance with the Company's Articles of Association
and with resolutions duly adopted by the General
Meeting of sharehclders.

12.5 - Whenever ownership of a certain number of
shares is required in order to exercise any right what-
soever, owners of single shares, or with an insufficient
number of shares, may only exercise such rights if they
personally arrange to consolidate their shares, or
arrange for the purchase or sale of a sufficient num-
ber of shares.

Proposed Articles of Association Submitted to the Combined General Meeting
of 6 June 2006

13 - DEATH, LEGAL PROHIBITION, PERSONAL
BANKRUPTCY, RECEIVERSHIP OR
COMPULSORY LIQUIDATION OF A PARTNER
13.1 - Shareholders

The Company shall not be dissolved upon the death,
legal prohibition, personal bankrupicy, receivership
or compulsory liguidation of a shareholder.

13.2 - Active partner

13.2.1 - In the event that an active partner should be
prohibited by law from engaging in a business pro-
fession, or in the case of personal bankruptcy,
receivership or compulsory liquidation, such active
partner shalt automatically lose his stalus as activa
partner ipso jure; the Company shall not be dissolved.
Neither shallit be dissolved if an active partner whois
a natural person and who was appointed Executive
Chairman ceases to hold this office.

i, as a result of this loss of status, the Company no
longer has any active partners, an extraordinary general
meatipg of shareholders must be called forthwith, either
to appoint one or more new active partners, or 1o change
the corporate form of the Company. Such change does
not entall the creation ot a new legal person.

If an active partner loses his status as such, he shall
have the right to receive his share of the Company's
profits, pro rated until the day such status is lost, in full
settlement of ali amounis due.

13.2.2 - The Company shall not be dissolved in the
event of the death of an active partner. if, as a result
of this death, the Company no longer has any active
partners, an extraordinary general meeting of shara-
holders must be calted forthwith, either 1o appoint
one or more new aclive partners, or to change the cor-
porate form of the Company. Such change does not
entail the creation of a new legal person.

This also applies if the Company has only one active
partner and it that active partner loses his status as
such for any reason whatsoever.

The heirs, assigns or the surviving spouse, if any, of
the deceased aclive partner shall have the right to
receive the deceased actlive partner's share of the
Company's profits, pro rated until the day such sta-
tus is fost, in tull settlement of all amounts due.

14 - RESPONSIBILITY AND POWERS

OF THE ACTIVE PARTNERS

14.1 - The active partners are jointly and severally
liable for all the Company’s debts, for an indefinite
pericd of time.
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14.2 - Each active partner has the power to appoint
and revoke the appointment ¢f any Executive Ghair-
man, acting on the Supervisory Board's considered
recommendation under the conditions provided in the
article entitled “Execulive Management™.

Acting by unanimous consent, the aclive partners:
+ on the Supervisary Board's recommendation:

- determing the Group's strategic options,

- determine the Group's consolidated operating and
investment budgets, and

- decide on any proposal submitted to the General
Meeting pertaining to the appropriation of share pre-
miums, reserves or refained earnings;

+ may formulate recommendations to the Executive
Management on all issues of general interest for the
Group;

« authorise any loans of Hermés International when-
ever the amount of such loans exceeds 10% of the
amount of the consolidated net worth of the Hermeés
Group, as determined based on the consolidated
financial statemenis drawn up from the latest
approved accounts {the “net worth”);

+ authorisg any sureties, endorsements or guaran-
teas and any pledges of collateral and encumbrances
on the Company's property, whenever the claims
guaranteed amount to more than 10% of the “net
worth”;

+ authorise the creation of any company or the acqui-
sition of an interest in any commercial, industrial, finan-
cial, movable or immovable property, or any other
operation, in any form whatsoever, whenever the
amount of the investment in question amounts to
more than 10% of the “net worth®;

14.3 - In order to maintain its status of active partner,
and failing which it will automatically lose such status
ipso jure, Emile Hermés SARL must maintain in its
Artictes of Association clauses, in their original word-
ing or in any new wording as may be approved by the
Supervisory Board of the present Company by a three-
quarters majority of the votes of members present or
represented, stipulating the following:

+ the legal form of Emite Hermés SARL is that of a
société a responsabilité limitée & capital variable (lim-
ited company with variable capital);

« the exclusive purpose of Emile Hermés SARL is:

- *lo serva as active partner and, if applicable, as
Executive Chairman of Hermés Internationa!;

- potentially ta own an equity interest in Hermes Inter-
national; and

— to carry out all transactions in view of pursuing and
accomplishing these activities and to ascertain
that any liquid assets it may hold are appropriately
managed.

« only the following may be partners in the Company:
~ descendants of Mr Emile-Maurice Hermés and his
wite, née Julie Hollande, and

- ther spouses, but only as beneficial owners of the
shares; and

» gach partner ot Emile Hermés SARL must have
deposited, or arrange to have deposited, shares in the
present Company in the corporate accounts of Emile
Hermés SARL in order to be a partner of this Com-
pany.”

14.4 - Any active partner whois a natural person and
who has been appointed to the office of Executive
Chairman shall automatically lose his status as active
partner immediately upon termination of his olfice of
Executive Chairman for any reason whalsoever.

14.5 - Al dgcisions of the active pariners are recorded
in minutes, which are entered in a special register.

15 - EXECUTIVE MANAGEMENT

15.1 - The Company is administered by one or two
Executive Chairman or Chairmen, who may be but are
not required to be active partners in the Company. If
there are two Exacutive Chairmen, any provision of
these Articles of Association mentioning “the Execu-
tive Chairman™ shall apply to each Executive Chair-
man. The Executive Chairmen may act joinily or
separately.

The Executive Chairman may be a natural person or
alegal person, which may be but is not required to be
an active partner.

15.2 - The Executive Chairmen’s term of office is
open-ended.

During the Company's lifetime, the power to appoint
an Executive Chairman is exclusively reserved for the
active partners, acting on the Supervisory Board’s
recommendation. Each active partner may act sepa-
rately in this respect.

15.3 - The appointment of an Executive Chairman is
terminated in case of death, disability, fegal prohibition,
receivership, or bankrupticy; if the appointment is
revoked; if the Executive Chairman resigns; or when
the Executive Chairman reaches 75 years of age.
The Company shall no! be dissolved if an Executive
Chairman's appointment is terminated for any rea-
son whatsoever,
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An Executive Chairman who wishes to resign must
notify the active partners and the Supervisory Board
thereot at least six months in advance, by registered
post, unless each of the active partners, after solicit-
ing the opinion of the Supervisory Board, has agreed
t0 reduce this notice period.

An Executive Chairman's appointment can be revoked
only by an active partner acting on the Supervisory
Board's considered recommendation. in the event
that the Supervisory Board recommends against revo-
cation, the active partner in question must suspend its
decision for a period of at least six months. At the end
of this period, if it persists in its wish to revoke the
appointment of the Executive Chairman in question,
that active partner must again solicit the opinion of the
Supervisory Board, and once it has obtained a
favourable recommendation from the Board, it may
revoke the appointment of that Executive Chairman.

16 - POWERS OF THE EXECUTIVE
MANAGEMENT

16.1 - Relationships with third parties

Each Executive Chairman is invested with the broad-
est of powers to act on the Company's behalf, in all
circumstances. Each Executive Chairman shall exer-
cise these powers within the scope of the corporate
purpose and subject to those powers expressly
granted by law to the Supervisory Board and to Gen-
eral Meetings of shareholders.,

16.2 - Relationships among the partners

In relationships among partners, the Executive Man-
agerment holds the broadest of powers to undertake
all management acts, but only if such acts are in the
Company's interests and subject to those powers
granted to the active partners and to the Supervisory
Board by these Anticles of Association.

16.3 - Delegations of powers

The Executive Chairman may, under his responsibil-
ity. delegate all powers as he sees fit and as required
for the proper operation of the Company and its group.
He may issue alimited or unlimited blanket delegation
of powers 10 one or more executives ¢of the Com-
pany, who then take on the titls of Managing Director.

17 - REMUNERATION OF THE EXECUTIVE
MANAGEMENT

The Executive Chairman (or, where there is more than
one, each Executive Chairman} shall have the right to
receive remuneration fixed by the Articles of Associ-

Proposed Articles of Association Submitted to the Combined General Meeting
of 6 June 2006

ation and, potentially, additional remuneration, the
maximum amoun of which shall be determined by the
Ordinary General Meeting, with the approval of the
active partner or, if there are several aclive partners,
with their unanimous approval.

The gross annual statutory remuneration of the Exec-
utive Chairman {or, where there is more than one, of
each Executive Chairman) for the year shalf not be
more than 0.20% of the Company’s consolidated
income befare tax for the previous financial year.
However, if there are more than 1two Executive Chair-
men, the combined total gross annual remuneration
of all Executive Chairmen shall not be more than
0.40% of the Company’s consalidated income before
tax for the previous financial year.

Within the maximum amounts set forth herein, the
Management Board of the active partner Emile Her-
mes SARL shall determine the effective amount of
the annual remuneration of the Executive Chairman
{or. where there ig,more than one, of each Executive
Chairman).

18 - SUPERVISORY BOARD

18.1 - The Company is governed by a Supervisory
Board consisting of three to fifteen members sefected
from among shareholders who are nol active partners,
legal representatives of an active partner, or Executive
Chairmen. When appointments to the Supervisory
Board come up for renewal, the number of Supervi-
sory Board members is fixed by a decision adopted
by the active partners by unanimous vote.
Supervisory Board members may be natural persons
or legal entities.

At the time of their appointment, Supervisory Board
members that are legal entities must designate a per-
manent representative who is subject to the same
terms, conditions and obligations and incurs the same
liabilities as if he were a Supervisory Board member
in his own nama, without prejudice to the joint and
severa! liability of the legal enlity he represents. The
permanent representative serves for the same term of
office as the tegal entity he represents.

If the legal entity revokes its representative’s appoint-
ment, i is required 1o notify the Company thereof
forthwith by registered post, and to state the identity
of its new permanent reprasentative. This require-
ment also applies in the event the permanent repre-
sentative should die, resign, or become incapacitated
for an extended period of time.
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18.2 - Supervisory Board members are appointed or
reappointed by the Ordinary General Meeting of share-
holders. The active partners may, at any time, propose
that one or more new Supervisory Board members be
nominated.

All Supervisory Board appointments are renewed
every three years during the Annual General Meeting.
All appointments, whether to replace a Supervisory
Board member or otherwise, are made for a term
ending on the date on which all Supervisory Board
appaintments are to be renewed.

18.3 - No person over the age of seventy-five shall be
appointed to the Supervisory Board if, as a result of
such appointment, more than one-third of the Board
members would be over that age.

18.4 - The appointments of Supervisory Board mem-
bers can be revoked by a resolution adopted by the
Ordinary General Meeting only for cause, on the joint
recommendation of the active pariners, acting by
unanimous consent, and the Supervisory Board.
18.5 - In the event of a vacancy or vacancies caused
by the death or resignation of one or more Supenasory
Board members, the Supervisery Board may appoint
an interim replacement member within three months
as from the effective date of the vacancy.

Howaever, if no more than twe Supervisory Board
members remain in office, the member or members in
office, or, in his or their absence, the Executive Chair-
man, or in his absence, the statulory auditor or audi-
tors, shall immediately call an Ordinary General
Mesting of shareholders for the purpose of filing the
vacancies 10 bring the number of Board members up
to the required minimum.

19 - DELIBERATIONS

OF THE SUPERVISORY BOARD

19.1 - The Supervisory Board elects a Chairman, who
is a natural person, and two Vice-Chairmen, from
among s members.

It appoints a secretary who may be but is not required
to be a Supervisory Board member.

If the Chairman is absent, the older of the two Vice-
Chairman acts as Chairman.

19.2 - The Supervisory Board meets when convened
by its Chairman or by the Executive Management,
whenever required for the Company’s best interest but
no less than twice per year, at thea Company's regis-
tered office or at any other place specified in the notice
of meeting.

Notices are served by any means providing legally
valid proof in business matters, al least seven business
days before the meeting. This period of time may be
shortened by unanimous consent of the Chairman or
a Vice-Chairman of the Supervisory Board, the active
partners and the Executive Management.
Any member of the Supervisory Board may give a
proxy 10 one of his colleagues to represent him at a
Board meeting, by any means providing legally valid
proot in business matters. Each member may hold
only one proxy during a given meeting. These provi-
sions are applicable to the permanent representative
o! a legal entity that is a member ol the Supervisory
Board.
The Supervisory Board is duly convened only if a quo-
rurn consisting of at least half of its members is pre-
sent or represented.
Resolutions are adopted by a majority of the votes of
members present or reprasented. However, the Super-
visory Board must appreve or reject any proposed
new wording of certain clauses of the Articles of Asso-
ciation of Emile Hermés SARL by a three-quarters
majority of members present or represented, in accor-
dance with the stipulations of the article entitled
*Responsibilities and Powers of the Active Partners”.
rvi rd_m rs wh rticipate in th
meeting_by_videoconferencing or telecommunica:
i meansg th lg th identifi Iy
effectively 10 partigipate in the meeling are deemed
to.be present for purposes of calculating the guorym
n jori xcept i rd mesti
revi i i f It}
r n nsolidat n ny finan-
Gial statements.
The Executive Management must be convened 1o
Supervisory Board meetings and may attend such
meelings, but it does not have the right to participate
in the discussion and to vote.
19.3 - The defiberations of the Supervisory Board are
recorded in minutes, which are entered in a special ini-
tialted register and signed by the Chairman and the
secretary.

20 - POWERS OF THE SUPERVISORY BOARD
20.1 - The Supervisory Board exercises ongoing con-
trol over the Company's management.

For this purpose, it has the same powers as the Statu-
tory Auditors and receives the same documents as the
Auditors, at the same time as the Auditors. In addition,
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the Executive Management must submit to a detatled
report the Supervisory Board on the Company's oper-
ations at least once a year.

20.2 - The Supervisory Board submits to the active
partners for their consideration its considerad rec-
ommendation:

« on the nomination of any Executive Chairman of the
Company; and,

+ in case of the Executive Chairman’s resignation, on
reducing the notice period.

20.3 - Each year, the Supervisory Board determines
the proposed appropriation of net income to be sub-
mitted to the General Meeting.

20.4 - The Supervisory Board approves or rgjects any
proposed new wording of certain clauses of the Articles
of Association of Emile Hermés SARL by a three-quar-
ters majority of members present or represented in
accordance with the stipulations of the article entitled
“Responsibilities and Powers of the Active Partners”.
20.5 - The active partners must consult the Supervi-
sory Board prior 10 taking any decisions concerning:
« strategic oplions;

* consotidated operating and investment budgets; and
+ any proposal submitted to the General Meeting per-
taining 1o the appropriation of share premiums,
reserves or retained earnings.

20.6 - Each year, the Supervisory Board presents a
report to the annual Ordinary General Meeting of
shareholders in which it comments on the Company's
management and draws attention to any inconsis-
tencies or inaccuracies identified in the financial state-
ments for the year.

This report, together with the Company’s balance
sheet and a list of its assets and labilities, is made
available to the shareholders and may be consulted at
the Company’s registered office as from the date of
the notice of the General Meeting.

The Supervisory Board may convene a general meet-
ing of shareholders whenever it deems this appropriate.
The functions exercised by the Supervisory Board do
not entait any interference with the Executive Man-
agement, or any liability arising from the manage-
ment's actions ar from the results of such actions.

21 - JOINT COUNCIL OF THE SUPERVISORY
BOARD AND MANAGEMENT BOARD

OF THE ACTIVE PARTNER

21.1 - The Executive Management of the Company or
the Chairman of the Company’s Supervisory Board

Proposed Articles of Association Submitted to the Combined General Meeting
of 6 June 2006

shall convene a joint council meeting of the Supervi-
sory Board and of the active partners; for purposes of
this council, Emile Hermés SARL is represented by its
Management Board.

Notices are served by any means providing legally
valid prool in business matters, at least seven business
days before the meeting. This period of time may be
shortened by unanimous consent of the Chairman or
a Vice-Chairman of the Supervisory Board and the
Executive Chairman.

21.2 - The joint council meets at the place indicated
in the notice of meeting. It is chaired by the Chairman
of the Company's Supervisory Board, or, in his
absence, by one of the Vice-Chairmen of the Com-
pany’s Supervisory Board, or, in their absence, by
the oldest Supervisary Board member present. The
Executive Chairman or, if the Executive Chairmanis a
legal entity, ils legal representative o representatives,
are convened to meetings of the joint council.

21.3 - The joint council has knowlgdge of all matters
that it addresses or that are submitted thereto by the
party who convened the conference, but does not, in
the decision-making process, have the right to act as
a substitute for those bodies to which such powers are
ascribed by law or by the Articles of Association of the
Company and of the active partner that is a legal entity.
Al their discretion, the Supervisory Board and active
partners may make all decisions or issue all recom-
mendations within their jurisdiction in a joint council
meeting.

22 - REMUNERATION

OF THE SUPERVISORY BOARD

Supervisory Board members may receive, as Direc-
tor's lees, a fixed sum per year, the amount of which
is determined by the Ordinary General Mesting of
shareholders, untif such time as a new resolution is
adopted by the Meeting.

The Board apportions Directors’ fees among its mem-
bers as it sees fit.

23 - STATUTORY AUDITORS

The Company's financial statements are audited by
one or more statutory auditors, under the terms and
conditions provided by law.

24 - GENERAL MEETINGS OF SHAREHOLDERS
24.1 - General meetings are convened under the con-
ditions faid down by law.
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They are held at the registered office or at any other
place specified in the notice of meeting.

24.2 - The right to participate in general meetings is
subordinated to the shareholder’s registration in the
Company's books or by the shareholder's filing, at the
place specified in the notice of meeting, the certificate
avidencing the unavailability of his bearer shares, at
least three business days before the date of the meet-
ing. All proxies must also be filed at the same place,
within the same period of time.

Persons invited by the Executive Management or by
the Chairman of the Supervisory Board may also
attend general meetings.

The active partners may attend general meetings of
shareholders. Active partners that are legal entities are
represented by a legal representative or by any per-
son, shareholder ar otherwise, designated thereby.
24.3 - General meetings are chaired by the Chairman
of the Supervisory Board or, in his absence, by one of
the Vice-Chairmen of the Board, or in their absence,
by the Executive Chairman,

24.4 - The ordinary and extraordinary general meet-
ings. duly convened in accordance with the conditions
specified by law, carry out their responsibilities in
accordance with the law.

24.5 - Except for resolutions pertaining to the nomi-
nation and revocation of Supervisory Board mem-
bers, the nomination and revocation of the Statutory
Auditors, the appropriation of net income for the year
and the approval of related-party agreements that are
subject to shareholders’ approval, no resolution
adopted by the general meeting shall be valid unless
it is approved by the active partners no Iater than at
the end of the general meeting that voted on the rel-
evant resolution.

The Company's Executive Management has all pow-
ers duly 10 record such approval,

25 - FINANCIAL YEAR
Each financial year consists of twelve months, com-
mencing on 1 January and ending on 31 December,

26 - APPROPRIATION AND DISTRIBUTION

OF PROFITS

The General Meeling approves the financial state-
ments for the past year and dufy notes the amount of
distributable profits.

The Company pays 0.67% of the distributable profits

to the active partners, at the time and place desig-
nated by the Executive Management, within nine
months at most after the end of the financial year.

The active partiners distribute this sum amongst them-

selves as they see fit-~e-agrooment-carnboraachod:
WMMH&EMM

The remaining distributable proﬁls revert to the share—
holders. Their appropriation is decided by the Ordinary
General Meeting, on the Supervisory Board's recom-
mendation.

On the Supervisory Board’s recommendation, the
General Meeling may grant to each shareholder an
option to receive payment for all or part of the dividend
or interim dividend in cash or in shares, under the
conditions laid down by law.

On the Supervisory Board's recommendation, the
General Meeting may decide 1o draw from the balance
of profits reverting to the shareholders the sums il
deems appropriate to be allocated to sharehelders’
retained earnings or to be appropriated to one or
more extraordinary, general or special reserve funds,
which do not bear interest, and to which the active
partners as such have no rights.

On the unanimous recommendation of the active part-
ners, the reserve fund or funds may, subject to
approval by the Ordinary General Meeting, be dis-
tributed to the shareholders or allocated to the partial
or total amortisation of the shares, Fully amortised
shares shall be replaced by entitliement shares with the
same rights as the former shares, with the exception
of the right to reimbursement of capital.

The reserve fund or funds may also be incorporated
into the share capital.

Dividends are payable at the times and places detes-
mined by the Executive Management within a maxi-
mum of nine months from the end of the financiat year
unless this time period is extended by a court of law.

27 - DISSOLUTION OF THE COMPANY

At the end of the Company's lifetime or in the event
of early dissclution, the General Meeting decides on
the winding-up procedure and appoints one or sev-
eral liquidators, whose powers are defined by the
Meeting and who carry out their responsibilities in
accordance with the applicable laws.

Any winding-up dividend is distributed amongst the
shareholders.
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OVERVIEW OF THE GROUP

Hermaés International is the Group's parent company.
Its purpose is:

- to define the Group’s strategy and its focuses for
development and diversification;

- to oversee the operations of its subsidiaries and (o
provide corporate, financial, legal and commercial
assistance (advertising and public refations);

- to manage the Group's real estate assets;

- 10 protect and defend its tradermarks, designs, mod-
els, and patents;

- to mairtain a documentation centre and make it
accessible to the subsidiaries;

- 10 ascertain the consistency of style and image of
each brand name and, for this purpose, to design and
produce publications designed 1o support the various
business activities. .

Hermeés International derives its funds from:

- dividends received from subsidiaries,

- royalties from trademarks, licensed exclusively 1o
Group subsidiaries, to wil, Hermas Sellier, Comptoir
Nouveau de la Parfurnerie, Compagnie des Arts de la
Tabte and L.a Montre Hermés {amounts received in
2005 are shown on page 211).

Hermés brands, which belong to Hermés International,
are protected by irademarks in many countries, for all
categories of products in each of the Group's business
segments.

The scope of consolidation encompasses 90 sub-
sidiaries and sub-subsidiaries.

CHARACTERISTICS

LEGAL FORM

Société en commandite par actions {partnership m-
ited by shares} governed by French laws pertaining to
business corporations.

COMPANY NAME
Hermés intemational.

REGISTERED OFFICE
24, rue du Faubourg-Saint-Honoré, 75008 Paris,
France, tel.: +33 {O}1 40 17 49 20.

MAIN ADMINISTRATIVE OFFICE
Legal department
18-20, place de la Madelgine, 75008 Paris, France.

COMMERCIAL AND COMPANY REGISTER

The Company is registered with the Paris Commercial
and Company Register under number 572 076 396,
APE code 741 J.

DATE CREATED
1 June 1938,

COMPANY DURATION

The Company will be dissolved automatically on
31 December 2090, unless it is dissolved previously or
unless its duration is extended.

CORPORATE PURPOSE (ARTICLE 2

OF THE ARTICLES OF ASSOCIATION)

The Company's purpose, in France and in other
countries, is:

+ to acquire, hold, manage, and potentially to sell
direct or indirect equity interests in any legal entity
engaged in the creation, production and/or sale of
quality products and/or services, and, in particular, in
companies belonging to the Hermés Group;

+ o provide guidance to the group it controls, in
particular by providing technical assistance services
in the legal, financial, corporate, and administrative
areas;

+ to develop, manage and delend all rights it holds to
trademarks, patents, designs, models, and other
intellectual or industrial property, and in this respect,
to acquire, sell or ficense such rights;

+ to participate in promating the products and/or
sarvices distributed by the Hermés Group;

+ to purchase, sell and manage all property and
rights needed for the Hermés Group's business
operations and/or for asset and cash management
purposes; and

+ more generally, 10 engage in any business
transaction of any kind whatsoever in furtherance of
the corporate purpose.
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FINANCIAL YEAR (ARTICLE 25
OF THE ARTICLES OF ASSOCIATION)

Commencing on 1 January and ending on 31 December.

APPROPRIATION OF PROFITS

{ARTICLE 26 OF THE ARTICLES

OF ASSOCIATION)

The General Meeting approves the financial statements
for the past year and duly notes the amount of dis-
tributable profits.

The Company pays 0.67% of the distributable profits
10 the active partners, al the time and place designated
by the Executive Management, within nine months at
most after the end of the financial year.

The active partners distribute this sum amongst them-
selves as they see fit.

The remaining distributable profits revert to the share-
holders. The Ordinary General Meeting decides on the
appropriation of distributable profits, on the Supervi-
sory Board's recommendation.

On the Supervisory Board’s recommendation, the
General Meeting may grant to each shareholder an
option ta receive payment for all or part of the dividend
or interim dividend in cash or in shares, under tha con-
ditions laid down by law.

Cn the Supervisory Board's recommendation, the
General Meeting may decide to draw from the bal-
ance of profits reverting to the shareholders the sums
it deems appropriate to be allocated to shareholders’
retained earnings or to be appropriated to one or more
extraordinary. general or special reserve funds, which
do not bear interest, and to which the active partners
as such have no rights.

On the unanimous recommencdation of the active pan-
ners, the reserve fund or funds may, subject to
approval by the Ordinary General Meeting, be distrib-
uted to the shareholders or allocated to the partial or
total amortisation of the shares. Fully amortised shares
shall be replaced by entitlement shares with the same
rights as the former shares, with tha exception of the
right to reimbursement of capital.

The reserve fund or funds may also be incorporated
into the share capital,

Dividends are payable at the times and places deter-
mined by the Executive Management within a maxi-
mum of nine months from the end of the financial year,
unless this time period is extended by a court of law.

OWNERSHIP THRESHOLD DISCLOSURE
(ARTICLE 11 OF THE ARTICLES

OF ASSOCIATION]}

When the shares are officially listed on a the stock
exchange in France or in another country, any natural
or legal person, acling alone or jointly, coming into
possession, in any manner whatsoever, within the
meaning of Articles L 233-7 et seq. of the Code de
Commerce, of a number of shares representing 0.5%
of the share capital and/or of the voting rights in gen-
eral meetings, or any multiple of this percentage, is
required 1o disclose 1o ihe Company the total number
of shares it owns by sending a notice by registered
post, return receipt requested to the registered office
within 15 days from the dale it has exceeded one of
these thresholds.

Such disclosure must also be made, under the same
condilions as those provided above, whenever the
percentage of share capital and/or voting rights held
falls below one of the aforesaid thresholds.

In the event of failure to comply with the above require-
menls, the shares exceeding the threshold which is
subject to disclosure shall be disqualified from voling.
In the event of an adjustment, the comesponding voting
rights may be exercised only uniil the expiration of the
period stipulated by law and the applicable regulations.
Unless one of the thresholds covered by the aforesaid
Article L 233-7 is exceeded, this sanclion shall be
applied only at the request of one or several shars-
holders individually or collectively holding at teast 0.5%
of the Company’s share capital and/or voling rights and
duly recorded in the minutes of the General Meeting.

At the Combined General Meeting of 6 June 2006, the
sharehoiders will be asked to amend these provisions
as foflows:

“When the shares are officially listed on an organised
exchange or & financial instruments market that admits
for tracting shares that may be registered with an autho-
rised intermediary under the conditions set forth in
Article L 211-4 of the Code Monélaire el Financier, any
natural or legal person, acting alone or jointly, coming
into passession, in any manner whatsoever, within the
meaning of Articles L 233-7 et seq. of the Code de
Commerce, of a number of shares representing 0.5%
of the share capital and/or of the voting rights in gen-
eral meetings, or any multiple of this percentage, at any
time and even after moving beyond any of the fegal
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thresholds covered by Article L 233-7 el seq. of the
Code de Commerce, is required to disclose to the
Company the total number of shares it owns by send-
ing a notice by registered post, retum receipt requested
to the registered office within five days from the date
it has exceeded one of these thresholds.

Such disclosure must also be made, under the same
conditions as those provided above, whenever the
percentage of share capital andfor voting rights held
fails below one of the aforesaid thresholds.

In the evenl of failure to comply with the above require-
ments, the shares exceeding the threshold which is
subject to disclosure shall be disqualified from voting.
in the avent of an adjustment, the corresponding vot-
ing rights may be exercised only until the expiration
of the period stipulated by law and the applicable
regulations. o ’

Unless one of the thresholds covered by the aforesaid
Article L. 233-7 is exceeded, this sanction shalf be
applied only at the request of one or several share-
holders individually or collectively holding at least
0.5% of the Campany’s share capilal and/or voling
rights and duly recorded in the minutes of the Gen-
eral Meeting.”

RIGHTS AND OBLIGATIONS ATTACHED

TO THE SHARES - DOUBLE VOTING RIGHTS
{ARTICLE 12.2 OF THE ARTICLES

OF ASSOCIATION})

The shares are indivisible with regard to the Company.
Co-owners of undivided shares must be represented
with regard to the Company and at general meetings
by one of them only or by a single rapresentative. In the
event of a disagreement, their representative shall be
appointed by the Count at the request of the co-owner
who takes the initiative to refer this matter to the Court.
Each share shall give the holder the right to cast one
vole at general meetings of shareholders.

However, double voting rights are altocated to:

+ any fully-paid registered share which has been duly
recorded on the books in the name of the same sharg-
holder for a period of at least four years from the date
of the first general meeting following the fourth anniver-
sary of the date when the share was registered on tha
books: and

+ any registerad share allotted for no consideration to
a shareholder, in the event of a capital increass effected
by capitalisation of sums in the share premium, reserve

or retained earnings accounts, in proportion 10 any
existing sharas which carry double voting rights.
Double voting rights are automatically eliminated under
the conditions stipulated by law, to wit, for any share
that has been converted to a bearer share or that has
been transferred, save in the case of transfers from one
registered shareholder to another arising upon inherit-
ance or a gift from one family member to another.
Double voting rights were instituied by the shareholders
at the Extraordinary General Meeting of 27 December
1990.

Voting rights attached to the shares are exercised by
the beneficial cwners at ordinary general meetings and
by the bare owners at extraordinary or special general
meetings.

At the Combined General Meeting of 6 June 2006, the
shareholders will be asked o amend the alfocalion of
voting rights as folfows: “Voting rights attached to the
shares are exercised by the bare owners at all general
meetings (ordinary, extraordinary or special meetings),
save for decisions regarding the appropriation of net
income, in which case the beneficial owner shall exer-
cise the voting rights”.

Each share gives the holder a right of ownership in the
Company's assets, its profits, and any winding-up sur-
plus, in proportion to the percentage of ownerghip it
reprasents.

All shares are of equal par value and are identical in all
respects, except with respect (o the date on which they
are eligible for the dividend.

Ownership of a share automatically entails comphiance
with the Company's Articles of Association and with
resolutions duly adopted by the General Meeting of
shareholders.

Whenever owpership of a certain number of shares is
required in order 10 exercise any right whatsoever, own-
ers of single shares, or with an insufficient number of
shares, may only exercise such rights it they personally
arrange to consolidate their shares, or arrange for the
purchase or sale of a sufficient number of shares.

IDENTITY OF QWNERS OF BEARER
SECURITIES (ARTICLE 9.2 OF THE ARTICLES
OF ASSOCIATION)

The Company may, at any time, in accordance with the
applcable laws and regulations, request from the secu-
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rities clearing organisation (Euroclear} information to
enable it to identify the owners of securities giving imme-
diate or future rights to vote at general meetings, as well
as the number of securities held by each such owner
and any restrictions that may apply to the secunties.
Hermés International ordinarily exercises this option
cnce each year, as of 31 December.

COMPANY OPERATION

The Company was converted into a societé en com-
mandite par actions {partnership limited by shares} by
a decision of the Extraordinary General Meeting held
on 27 December 1990, in order to preserve its iden-
tity and culture and thus ensure its sustainability over
the long term, in the interests of the Group and all
shareholders.

The rules governing the operation of a société en com-
mandite par actions are the following:

+ the active partner or partners, who carry on the busi-
ness, are jointly and severally liable for all the Com-
pany's debts, for an indefinite period of time;

+ the limited partners {shareholders), who contribute
capital, are liable in this capacity only up to the amount
of their contribution;

+the same party may be both an active partiner and a
limited partner; .

+*one or mare Executive Chairmen, selected from
among the active partners or from outside the Com-
pany, are chosen to manage the Company; the first
Executive Chairman {(or chairmen) is appointed by the
Articles of Association;

+ lhe Supervisory Board is appointed by the Ordinary
General Meeting of shareholders (active partners, even
if they are also limited partners, cannot vole on their
appoiniment). The first members of the Supervisory
Board are appointed by the Articles of Association,

OPERATION OF HERMES INTERNATIONAL

a - Executive Management of Hermés Intemnational
The Company is administered by two Executive
Chairmen:

— Emile Hermés SARL, which was appointed by a res-
olution approved by the active partners, on the consid-
ered recommendation of the Supenvisory Board, dated
14 February 2006 {appciniment effective as of 1 April
2006);

- Mr Patrick Thomas, who was appointed by a resolu-
tion approved by the active partners, on the considered
recommendation of the Supenrvisory Board, dated
15 September 2004.

+ Nomination and revocation of Executive
Chairmen (Articles 15.2 and 15.3 of the Articles
of Association)

15.2 - The Executive Chairmen's termn of oftice is open-
ended.

During the Company's lifetime, the power to appoint
an Executive Chairmnan is exclusively reserved for the
active partners, acling on the Supervisory Board's rec-
ommendation. Each active partner may act separately
in this respect.

15.3 - The appointment of an Executive Chairman is ter-
minated in case ol death, disability, legal prohibition,
receivership, or bankruptcy; if the appointment is
revoked; if the Executive Chairman resigns; or when the
Executive Chairman reaches 75 years of age.

The Company shall not be disscived if an Executive
Chairman’s appointment is terminated for any reason
whatsoever.

An Executive Chairman who wishes 10 resign must
nolify the active partners and the Supervisory Board
thereof at least six months in advance, by registered
post, unless each of the active pariners, after soliciting
the opinion of the Supervisory Board, has agreed to
reduce this notice period.

An Executive Chairman's appointment can be revoked
only by an active partner, acting on the Supervisory
Board's considered recommendation. In the event that
the Supervisory Board recommends against revocation,
the active partner in question must suspend its decision
for a period of at isast six months. At the end of this
pericd, if it persists in its wish to revoke the appointment
of the Executive Chairman in question, that active part-
ner muslt again solicit the opinion of the Supervisory
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Board, and once it has obtained a tavourable recom-
mendation from the Board, it may revoke the appoint-
ment of that Executive Chairman.

+ Powers of the Executive chairmen

{Article 16 of the Articles of Association)

Each Executive Chairman is invested with the broad-
est of powers to act on the Company's behalf, in all cir-
cumstances. Each Executive Chairman shall exercise
these powers within the scope of the corporate pur-
pose and subject to those powaers expressly granted
by law to the Supervisory Board and to General Meet-
ings of shareholders.

+ Remuneration of the Executive Management
{Article 17 of the Articles of Association)

The Executive Chairman (or, where there is more than
one, each Executive Chairman} shall have the right to
receive remuneration fixed by the Articles of Associa-
tion and, potentially, additional remuneration, the max-
imum amount of which shall be determined by the
Ordinary General Meeting, with the approval of the
active partner or, if there are several active partners,
with their unanimous approval.

Under the terms of the Articles of Association, the
gross annual remuneration of the Execulive Chairman
(or, where there is maore than one, of each Executive
Chairman) for the year shall not be more than 0.20%
of the Company’s consolidated income before tax for
the previaus financial year.

However, if there are more than two Executive Chair-

men, the combined total gross annual remuneration of
all Executive Chairmen shall not be more than 0.40%
of the Company's consolidated income before tax for
the previous financial year.

Within the maximum amounts set forth herein, the
Management Board of the active partner Emile Her-
més SARL shall determing the effective amount of
the annual remuneration of the Executive Chairman
(or, where there is more than one, of each Executive
Chairman).

After unanimous approval by the active pariners, the
Ordinary General Meeting of 31 May 2001 decided to
aftocate to the Executive Chaimman {or, where there is
more than one, to each Executive Chairman) gross
annual remuneration in addition to the remuneration in
a maximum amount of 457,347.05 euros. This ceiling
is indexed each year, but can only be adjusted
upwards. Since 1 January 2002, this amount has been
indexed to growth in the Company's consolidated

sales for the previous financial year, at constant
exchange rates and on the same scope of consolida-
tion, by comparison with sales for the next-to-last
financial year. The Management Board of Emile Her-
més SARL, active partner, sets the effective amount of
the annual addilional remuneration payable to the
Executive Chairman (or, where there is more than one,
o each Executive Chairman) within the limits of the ceil-
ing defined herein,

b - Supervisory Board of Hermés International
(summary of Articles 18 to 22 of the Articles

of Association)

The Company is governed by a Supervisory Board con-
sisting of three to fifteen members selected from
among shareholders who are not active partners, legal
representatives of an active partner, or Executive Chair-
men, and who have offered to serve in this capacity.
Supervisory Board members are appointed by the
Ordinary General Meeting of shareholders. All Supervi-
sory Board appointments are renewed every three
years during the Crdinary General Megting.

The appomtments of Supervisory Board members can
be revoked by a resolution adopted by the General
Meeting only for cause, on the joint recommendation of
the active partners, acting by unanimous consent, and
the Supervisory Board.

The Supervisory Board exercises ongoing control over
the Company's management. For this purpose, it has
the same powers as the Statutory Auditors and
receives the same documents as the Auditors, at the
same time as the Auditors.

In addition, the Executive Management must submit to
the Supervisory Board a detailed report on the Com-
pany's operations at least once a year,

The Supervisory Board submits to the active partners
for their consideration its considered recommendation
on the nomination of any Executive Chairman of the
Company and, in case of an Executive Chatrman's res-
ignation, on reducing the notice period.

Each year, the Supervisory Board determines the pro-
posed appropriation of net income to be submitted to
the General Meeting.

The Supervisory Board approves or rejects any pro-
posed new wording of certain clauses of the Articles of
Association of Emile Hermés SARL by a three-quarters
majority of members present or represented.

The active partner must consult the Supenvisory Board
prior to making any decision on the following matters:
- strategic options;
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- consclidated, operating and investment budgets; and
- proposals to the General Meeting to distribute share
premiums, reserves and retained eamings.

Each year. the Supervisory Board presenis to the
annual Ordinary General Meeting of shareholders a
reporl in which it comments on the Company’s man-
agement and draws atterlion 10 any inconsistencies or
inaccuracies identified in the financial statements for
the year.

The Supenisory Board may convene a general meet-
ing of shareholders whenever it deems this appropriaie.
The functions exercised by the Supenisory Board do
not entail any interference with the Executive Manage-
ment, or any liability arising from the Management's
actions or from the results of such actions.

The Supervisory Board meets when convened by its
Chairman or by the Executive Management, whenever
required for the Company's best interest bul no less
than twice per year, at the Company’s registered office
or at any other place specified in the notice of meeling.
Notices are served by any means providing legally valid
prootin business matiers, at least seven business days
before the meeting. This period of time may be short-
ened by unanimous consent of the Chairman or a Vice-
Chairman of the Supervisory Board, the aclive partners
and the Executive Managernent.

Arny member of the Supenvisory Board may give a proxy
to one of his colleagues to represent him at a Board
meeting, by any means providing tegally valid proof in
business matters. Each member may hold only one
proxy during a given mesting. These provisions are
applicable to the permanent representative of a legal
entity that is a member of the Supervisory Board.

The Supervisory Board is duly convened onty if a quo-
rum consisting of at least half of its members is present
or represented.

Resolutions are adopted by a majority of the votes of
members present or represented. However, the Super-
visory Board must approve or reject any proposed new
wording of certain clauses of the Articles of Association
of Emile Hermés SARL by a three-quarters majority of
members present or represented.

The Executive Management must be convened to
Supervisory Board meelings and may attend such
meetings, but it does nol have the right to participate in
the discussion and to vote.

The deliberations of the Supervisory Board are
recorded in minutes, which are entered in a special ini-
tialled register and signed by the Chairman and the
secretary.

¢ - General Meetings of Hermés International
(Article 24 of the Articles of Association)

24.1 - General meetings are convened under the con-
ditions laid down by law,

They are held at the registered office or at any other
place specified in the notice of meeting.

24.2 - Tha right to participate in general meetings is sub-
ordinated to the shareholder’s registration in the Com-
pany's books or by the shareholder’s filing, at the place
specified in the notice of meeting, the certificate evi-
dencing the unavailability of his bearer shares, at least
three business days before the date of the meeling. All
proxies must also be filed at the same place, within the
same period of time.

Persons invited by the Executive Management or by the
Chairman of the Supervisory Board may also attend
general meetings.

The active partners may attend general meetings of
shareholders. Active pariners thal are legal entities are
represented by a legal representative or by any person,
shareholder or otherwise, designated thereby.

24.3 - General meetings are chaired by the Chairman
of the Supervisory Board or, in his absence, by one of
the Vice-Chairmen of the Board, or in their absence, by
an Executive Chairman.

24.4 The ordinary and extracrdinary general meetings,
duly convened in accordance with the conditions spec-
ified by law, carry out their responsibilities in accor-
dance with the law.

24.5 Except for resolutions pertaining 1o the nomination
and revocation of Supervisory Board members, the
nomination and revocation of the Statutory Auditors,
the appropriation of net profit tor the year and the
approval of related- party agreements that are subject to
sharehokders' approval, no resolution adopted by the
General Meeting shall be valid unless it is approved by
the active partrers no later than at the end of the Gen-
eral Meeting that voted on the relevant resolution.

The Company's Executive Management has all powers
duly to record of such approval.

d - Partners in Hermés International

The Company has two classes of partners:

- shareholders, who are “limited partners”™

-aclive partners (since 1 April 2008, there has been
only one active partner: Emile Hermas SARL).
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General Legal Information

Emile Hermas SARL is a saciélé a responsabilité lim-
itée a capital variable (limited company with variable
capital). Its pariners are the direct descendants of
Emile-Maurice Hermés and his wife. The Cormpany's
Executive Chairman is Mr Jean-Louis Dumas, a grand-
son of Emile-Maurice Hermés. The Company is gov-
erned by a Management Board.

The Company was created an 2 November 198%. Itis
reqgistered with the Paris Commerciat and Company
Register under number 352 258 115 Paris. its regis-
tered office is located at 23, rue Boissy-d'Anglas,
75008 Paris, France.

The authorised share capital is 343,840 euros and the
statutory share capital at 31 December 2005 was
81,136 euros. It is divided into 5,07 1 shares with a par
value of 16 euros each.

As at 31 December 2005, Emile Hermés SARL had
total assets of 4,888,101.63 euros including net
income of 778,800.39 euros for the year then ended.

+ Corporate purpose

The Company's sole purpose is:

—to serve as active partner and, if applicable, as Exec-
utive Chairman of Hermeés Intemational;

- potentially to own an equity interest in Hermés Inter-
national; and

- 1o carry out alf transactions in view of pursuing and
accomplishing these activities and to ascertain that any
figuid assets it may hold are appropriately managed.

Only the following may be partners in the Company:
- descendants of Mr Emile-Maurice Hermés and his
wile, née Julie Hollande; and

- their spouses, but only as beneficial owners of the
shares.

In the light of the Company’s purpose, no person shall
be a partner if, for each share he owns in the Company,
he does nol have on depaosit in the corporate accounts;
—anumber of non-dismembered Hermés International
shares unencumbered by any liens or commitments to
third parties equal to 3,000 (three thousand}; or

- the beneficial or legal ownership of a number of Her-
mes Infemational shares unencumbered by any liens or
commitments to parties equal to 6,000 {six thousand}.
if the shareholders approve the stock spiit proposed
to them at the Combined General Meeting of 6 June
2006, these numbers will be multiplied by three.

OPERATION OF EMILE HERMES SARL, ACTIVE PARTNER

+ Powers

In accordance with Article 14-5 of the Articles of Asso-
ciation, it is company policy that the Executive Chair-
man of Emile Hermés shall act in accordance with the
Management Board's recommendations in exercising
the following powers:

- nomination and revocation of the kExecutive Man-
agement of Hermés International, on 1he considered
recommendation of that company’'s Supervisory
Board;

- on the Supervisory Board's recommendation:

* defining Hermes International’s strategic options,
« determining the consolidated operating and invest-
ment budgets of Hermeés International,

* deciding on any proposal to the General Meeting of
Hermés International pertaining 10 the appropriation of
share premiums, reserves or retained earnings;
—formulating recommendations to the Executive Man-
agement of Hermas International on all issues of gen-
eral interest for the Group;

- authorising any 1oans of Hermés International when-
ever the amount of such loans exceeds 10% of the
amount of the consolidated net worth of the Hermés
Group, as determined based on the consolidated finan-
cial statements drawn up from the latest approved
accounts {the “net worth™);

- authorising any sureties, endorserments or guaran-
tees and any pledges of collateral and encumbrances
on the property of Hermés International, whenever the
claims guaranteed amount 1o more than 10% of the
“net worth”™;

- authorising the creation of any company or the acqui-
sition of an interest in any commercial, industrial, finan-
cial, movable or immovable property, or any other
operation, in any form whatsoever, whenever the
amount of the investiment in question is more than
10% of the “net worth™, and

~ approving the resolutions adopted by the General
Meeting of Hermes International except these refating
to the nomination and revocation of members of the
Supervisory Board of Hermés International, the nom-
ination and revocation of the Statulory Auditors, the
appropriation of net profits for the year and the
approval of related-party agreements that are subject
10 approval by the shareholders.

The Management Board shall adopt resolutions by a
simple majority of mernbers present or represented. In
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the event of atie, the Executive Chaimman shall cast the
deciding vote.

* Joint Council

The Executive Management of Hermés international or
the Chairman of the Supervisory Board of Hermés
International shafl convene a joint council mesting of
the Company's Management Board and of Hermés
International's Supervisory Board whenever they deem
it appropriate.

The joint council is an institution designed to enable
broad collaborative efforts between the active part-
ners’ Management Board, an intemnal body with aneed
to know the main aspects of Hermes international’s
management, and the Supervisory Board, which is
appointed by shareholders.

The joint council has knowledge of alf matters that it
addresses or that are submitted thereto by the party
who convened the conlference, but does not, in the
decision-making process, have the right toactas a
substitute for those bodies to which such powers
are ascribed by law or by the Articles of Association
of the Company and of Emile Hermés SARL. The
joint council of the Management Board and Supervi-
sory Board does not in itsell have decision-making
powers as such. It acts exclusively as a collaborative
body.

At their discretion, the Management Board and Super-
visory Board of Hermés International may make all
decisions or issue all recommendations within their
jurisdiction in a joint council meeting.

DOCUMENTS ON DISPLAY

During the life of this Annual Report, the shareholders
may consult the following documents relating to
Hermas International, or a copy of such documents, at
the Company's main administrative office, praeferably
by appointment:

- the Company’s Articles of Association;
- the Annual Reporis for the two previous years.

SHAREHOLDER INFORMATION

Sharegholders may obtain information on the Hermés
Group by contacting:

Mr Lionel Martin-Guinard

Deputy Finance Manager

Hermés International

24, rue du Faubourg-Saint-Honoré, 75008 Paris
Tel.: +33{(011 40174926 - Fax: +33(0)14017 4954
e-mail: ionel.martin. guinard@hermes.com

Financial information website:
www _hermes-international.com
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Persons Responsible

PERSONS RESPONSIBLE FOR INFORMATION CONTAINED

IN THE SHELF-REGISTRATION DOCUMENT

Mr Patrick Thomas, Executive Chairman

DECLARATION BY PERSONS RESPONSIBLE FOR THE SHELF-REGISTRATION DOCUMENT

To the best of my knowledge, having taken afl rea-
sonable care to ensure that such is the case, the infor-
mation contained in this shelf-registration document is
in accordance with the facts and contains no omission
likely to materially affect its import.

| have obtained a letier from the Statutory Auditors cer-
tifying that they have verified the financial and account-
ing information provided in this shelf-registration
document and that they have read the document as
a whole.

Paris, 27 April 2006
The Executive Management
Patrick Thomas

/
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Statutory Auditors

PRINCIPAL STATUTORY AUDITORS

Deloitte & Associés

185, avenue Charles-de-Gaulle

92200 Neuilly-sur-Seine

Represented by Mr David Dupont-Noel

First appointed at the Annual General Meeting of
20 December 1982.

Term of appointment expires at the Annuat General
Meeling convened to approve the 2010 accounts.
Member, Compagnie Régionale des Commissaires
aux Comptes de Versailles.

Didier Kling & Associés

41, avenue de Friedland

75008 Paris

Represented by Messrs Didier Kling and Christophe
Bonte

First appointed at the Annual General Meeting of
31 May 1999.

Term of appointment expires at the Annual General
Meeting convened 10 approve the 2010 accounts.
Member, Compagnie Régionale des Commissaires
aux Comptes de Paris,

ALTERNATE AUDITORS

BEAS

7/9 villa Houssay

92524 Neully-sur-Seine

First appointed at the Annual General Meeting of
2 June 2005

Term of appointment expires at the Annual General
Meeting convened to approve the 2010 accounts,

Mr Gérard Noél

11, rue Eugéne-Gonon

77000 Melun

First appointed at the Annual General Meeting of
31 May 1989,

Term of appointment expires at the Annual General
Meeting convened to approve the 2010 accounts.
{Formerty principal Statutory Auditor from 30 April 1569
until 31 May 1999.)

Mr Bernard Boiton, Alternate Auditor since 6 June
1990, domiciled at 185, avenue Charles-de-Gaulle,
Neuilly-sur-Seine (82), did not seek reappointment at
the Combined General Meeting of 2 June 2005.

The Principal Statutory Auditors and Altemate Auditors serve for a term of six years.
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In accordance with its General Regulations, and more specifically
Arficle 212-13 thereof, the Autorité des Marchés Financiers (AMF) has
registered this shelf-registration document on 27 April 2006 under
number R06-041. This document may be nol used in support of a
financial transaction unless accompanied by an offering circular
approved by the AMF. It has been drafted by the issuer and is the
responsibility of its signatories.

tn accordance with the provisions of Article L 621-8-1-1 of the Code
Monétaire et Finangier, this document was registered after the AMF
had satisfied itself that ihe “documnent is complete, understandable
and consistent™, However, this registration does not imply that the
accounting and financial items shown have been verified by the AMF.
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